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Committetto enquire into securities transactions 
of Banks and Financial Institutions 


Report No.4 


I. Introductory 

1.1 Based on its examination of the securities transactions of 
banks/institu'tions and findings which could be derived therefrom, 
the Committee has so far submitted three Reports dated 31 May 
1992, 5 July 1992 and 23 August 1992 to the Governor, Reserve 
Bank of India. This Report which is based on the scrutiny made 
to date by the officials of the Reserve Bank of India, details 
further findings in respect of the undermentioned banks/ 
institutions : 

1. Standard Chartered Bank 

2. Canbank Financial Services Ltd. 

3. ANZ Grindlays Bank 

4. Andhra Bank Financial Services Ltd. 

5. State Bank of Patiala 

6. Vijaya Bank 

Aggregate Problem Exposure 

1.2 In its second Report, the Committee had on' the basis of its 
findings upto that date estimated the total problem exposure in 
securities transactions at Rs.3192.79 crores. In the light of 
its further findings detailed in this Report, the estimate of 
total problem exposures needs to be revised as under s 
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(Rs.in crores) 


(A) Total value of investments made by banks 
and institutions for which they do not 
hold any securities, S6L transfer forms 
or BRs : 


(i) National Housing Bank 1271.20 


(ii) State Bank of Sau^ashtra 


174.93 

(iii) SBI Capital Markets Ltd. 


121.36 

(iv) Standard Chartered Bank : 



As per second Report 

400.35 


Additional exposures as 
per items (a),(b) & (c) 
of paragraph 7 of 

Chapter II of this Report 

110.26 



510.61 


Less: Recovery as per 

item (f) of paragraph 
3.3 of Chapter II 
of this Report 

(4.00) 

506.61 

(v) Canbank Financial Services 
Ltd. (Canfina) : 



As per items 5 to 10 of 
paragraph 2.1 of Chapter III 
of this Report 


188.47 

Total exposure against BRs/SGL 
transfer forms issued by Bank 
of Karad Ltd. or Metropolitan 
Co-operative Bank Ltd. 


2262.57 

(i) Canfina - as revised in 
terms of items 1, 2 and 

3 of paragraph 2.1 of 

Chapter III of this Report 

(ii) Canbank Mutual Fund 

(iii) Standard Chartered Bank 

438.66 

102.97 

931.84 

1473.47 




C/f. . . 

3736.04 
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B/f. . . 


3736.04 


(C) Other items- as per this Report 

(i) Standard Chartered Bank : 

- as per items (d), (e) 
and (f) of paragraph 

7 of Chapter II 43.69 

(ii) Canfina s 

- as per item 4 of 
paragraph 2.1 of 

Chapter III 39.60 

(iii) Andhra Bank Financial 
Services Ltd. : 

- Securities found to be 
forged/fabricated as 
shown in paragraph 

13(b) of Chapter V 205.12 

. 288.41 


Gross problem exposure 


4024.45 


Notes : 


(i) Standard Chartered Bank had reportedly received from 
broker M/s.Hiten P. Dalai securities at which a value of Rs.350 
crores was initially placed. As shown in paragraph 6.1 and 6.2 
of Chapter II there is a depreciation in the value of the PSU 
bonds recorded above of atleast Rs.150 crores. 

(ii) Against the securities found to be forged/fabricated, 
Andhra Bank Financial Services Ltd. has received from Fairgrowth 
Financial Services Ltd. (FGFSL), securities of Rs.101.59 crores 
before FGFSL was notified under the Special Court (Trial of 
Offences Relating to Transactions in Securities) Act, 1992 and 
securities of Rs.112.29 crores after the notification. 

(iii) The above gross problem exposure also does not include 
the depreciation/loss suffered by several banks/institutions by 
reasons of the fact that "ready-forward" transactions in 
securities could not be reversed (including on account of PMS and 
similar schemes) and the banks/institutions were left holding 
securities^ which had depreciated in value as also losses which 
may occur in settlement of matters which are in dispute. 


3 







II.* Standard Chartered Bank 


1. Standard Chartered Bank (Stanchart) has been an active 
player In the securities market. 

Net Exposure 


2.1 In the second Report of the Committee, the net exposure of 

* 

Stanchart was provisionally placed at Rs.982.19 crores made up as 
under s 


(Rs.ln crores) 

(a) Value of Investments for which Stanchart does 
not hold either securities, SGL transfer 

forms or BRs 400.35 

(b) Value of BRs/SGL transfer forms held by 
Stanchart and Issued by Bank of Karad Ltd. 

(BoK) and the Metropolitan Co-operative 
Bank Ltd. (MCB) for which those banks do not 
appear to have sufficient backing, whereof : 

(I) Issued by BoK 355.94 

(II) Issued by MCB 575.90 


1332.19 

(c) Against this, the value of securities reportedly 
recovered by Stanchart from the broker M/s.Hlten 
P.Dalai (HPD) was placed at 350.00 


Net exposure 982.19 


2.2 The details of Item (a) of paragraph 2.1 above are given In 
paragraphs 3.1 to 3.4 below. The details of Item (b) (1) of 
paragraph 2.1 are given In paragraph 4. The details of Item 
(b)(11) of paragraph 2.1 are given In paragraphs 5.1 and 5.2 and 
the details of Item (c) of paragraph 2.1 are given In paragraphs 
6.1 and 6.2. 
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2.3 The above net exposure 


needs to be revised in the light of 


the following *. 


(a) The additional exposures detailed 
in paragraph 7 below 

(b) The recovery of Rs.4 crores made by 
Stanchart as explained in item (f) 
of paragraph 3.3 below 


(Rs. in crores) 


153.95+--S* 


U19-* 95 


2.4 In addition Stanchart has absorbed a loss of approximately 
Rs.23 crores in respect of the assets left in its hands because 
of non-reversal of purchases under CCDS as explained in paragraph 
10.9(d) below. 

2.5 Finally, as explained in paragraphs 6.1 and 6.2 the title to 

the securities recovered from HPO is the subject matter of 

dispute and the value of these securities is at least Rs.150 

crores less than the value of Rs.350 crores estimated .in the 

second Report of the Committee. 

Value of investments not supported by 
securities, S6L transfer forms or BRs 


3.1 The details of the above exposure in respect of securities 
not received are as under i* 


(Rs.in crores) 


(a) 9% Power Finance Corporation bonds of the 

face value Rs.28.69 crores were purchased on 
26-3-1992 from Andhra Bank Financial Services 
Ltd.(ABFSL) gRs.94.95 for Rs.27.24 crores for 
which Stanchart paid Rs.24.36 crores (net of 
other items) to Andhra Bank for credit of broker 
HPO. According to ABFSL'-s letter dated 20-7-1992, 
the deal was cancelled. 


C/f... 27.24 
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B/f... 


(b) 13% NPC bonds of face value Rs.10 crores 

were purchased on 16-12-1991 gRs.84.00 from ABFSL 
and payment was made of Rs.8.81 crores (including 
interest of Rs.0.41 crore) to Andhra Bank, 
which was credited to the account of the 
broker HPD. There is no record in ABFSL for 
this transaction. On 12-2-1992, securities of the 
face value Rs.8.5 crores were sold to Andhra 
Bank and on 9-5-1992, further securities of the 
face value Rs.0.5 crore were sold to Andhra 
Bank. No deliveries were effected for securities 
purchased or sold. The cost of the balance 
securities of Rs.l crore is Rs.0.84 crore. 


(c) On 19-2-1992, Stanchart purchased 9% IRFC 
bonds of the face value Rs.72.50 crores from Citibank 
for which it paid Rs.69.13 crores (excluding 
interest). It received Citibank BR No.47. On 
4-3-1992, this BR was returned to Citibank in 
exchange for a fresh BR from Citibank for 
Rs.22.5‘ crores and Canfina BR No.1401 dated 
30-12-1991 for Rs.50 crores issued in favour 
of Citibank. The BR from Citibank was redeemed 
on 26-3-1992 but no securities have been 
received against Canfina's BR in favour of 
Citibank for Rs.50 crores. The cost applicable 
to this BR is Rs.47.67 crores. 


(d) Stanchart purchased from Citibank 11.5% 601 
Loan 2009 of the face value Rs.42 crores and 
Rs.8 crores on 18-9-1991 and 19-9-1991 respectively 
for which Citibank issued BR Nos. 091261140 
and 0912621480 respectively. Stanchart paid 
against these BRs Rs.42.20 crores and Rs.8.03 
crores respectively. The BRs are reported to 
have been returned to Citibank on 19-9-1991 
duly discharged in exchange for two S6L transfer 
forms for Rs.44.58 crores and Rs.5.42 crores 
respectively. The S6L transfer form for Rs.5.42 
crores was honoured. However, the SGL transfer fora 
for Rs.44.58 crores is an S6L transfer form dated 
27.5.1991 issued by Canbank Mutual Fund (CBMF) in 
favour of Citibank which had already been 
dishonoured. The cost applicable to this BR is 
Rs.44.79 crores. 


C/f. . 


27.24 


0.84 


47.67 


44.79 

120.54 
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B/f. . 120.54 

(e) (i) Stanchart purchased from Bank of 
America (BoA) on 24-1-1992,13% HUDCO bonds 
of the face value of Rs.13 crores 8 81.8898. 

A net payment of Rs.10.64 crores was made 
against this purchase, for which BoA issued 
its BR No.13? dated 24-1-1992. According to 
Stanchart, it returned this BR duly 
discharged to BoA in exchange for a CBMF BR 
to be delivered by BoA. Stanchart claims that 
the CBMF BR was not received. According to BoA 
the BR was delivered over the counter. The 
discharged BR No.137 held by BoA bears the remark 
"exchanged against the CBMF BR received by us 

No.2309 February 18, 1992". BR No.2309 is 

available with CBMF duly discharged and 

bears the remark "Bonds delivered on 3.4.1992”. 

(ii) Against this purchase of bonds of the face 
value of Rs.13 crores, there is a sale on 9.5.1992 
of bonds of the face value of Rs.6.40 crores to 
Andhra Bank for which no delivery is effected 
and which transaction does not appear in Andhra 
Bank's books. The net cost for which securities 
are not delivered is therefore Rs.5.40 crores 
(F.V.Rs.6.60 crores). Reference is invited 

to paragraph 3.2 below. 5.40 

(f) (i) On 3-3-1992, Stanchart purchased from 
Hongkong and Shanghai Banking Corporation 
(Hongkong Bank) 9% PFC bonds of the face value 

of Rs.5 crores @Rs.92.3Q. The cost of these bonds 
excluding interest of Rs.0.02 crore is 
Rs.4.62 crores. According to Stanchart there 
was no delivery of bonds against this purchase. 

(ii) According to Hongkong Bank, though the cost 
memo issued by it related to 9% PFC bonds, NLC 
bonds bearing Nos.PC.10088 to 10092, endorsed in 
blank were delivered to HPD, broker for Stanchart 
by Naresh K. Aggarwala & Co. (NKA) broker for 
Hongkong Bank. NKA's letter dated 30.6.1992 
addressed to Hongkong Bank confirms this claim 
and states that the bonds were purchased from 
Andhra Bank who delivered NLC bonds in lieu of PFC 
bonds. However, Andhra Bank's cost memo No.2459 
dated 3.1.1992 issued on behalf of the broker 
HPD to Hongkong Bank states that PFC bonds 
Nos.570250-299 dated 30.9.1991 for Rs.5 crores 
were enclosed with the cost memo. There is also 
a delivery order of HPD to Andhra Bank to deliver 
9% PFC bonds to Hongkong Bank but no face value 

is indicated in the delivery order. - 

C/f.. 125.94 
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B/f. . 

(iii)The 9% NLC bonds in question are in possession 
of Stanchart but it claims that these were purchased 
from Andhra Bank on 16.3.1992 @Rs.92. There is no 
cost memo from Andhra Bank towards this deal nor is 
the transaction reflected in Andhra Bank's books. 

Stanchart has paid Rs.4.63 crores on 16.3.1992 which 
amount has been credited to HPD's account in 
Andhra Bank. 

(g) (i)0n 7.8.1991, Stanchart purchased from CBMF 
131 CIL bonds of the face value Rs.10 crores 
§Rs.93 and paid Rs.9.91 crores (including interest). 

CBMF issued its BR No.2591 dated 7.8.1991 to 
cover this purchase. 

(ii) According to Stanchart, on 25.1.1992 it.returned 
this BR to be replaced by Citibank's BR for Rs.7 crores 
and a fresh BR for Rs.3 crores. 

(iii) According to CBMF, it issued a fresh BR No.2760 
on 25.1.1992 for Rs.3 crores to cover the difference 
between the sales of Rs.28 crores (Rs.18 crores to 
Hongkong Bank against BR No.2214 and Rs.10 crores to 
Stanchart against BR No.2591) and purchases of Rs.25 
crores from HPD through Andhra Bank. Incidentally, 
further verification shows that CBMF 1iquidated 

BR No.2214 by payment of Rs.18.60 crores and not 
by exchange of BRs. 

(iv) HPD did not deliver bonds of Rs.25 crores against 
his sales but returned CBMF's BR No.2214 undischarged 
and BR No.2591 discharged by Stanchart. 

(v) CBMF BR No.2760 for Rs.3 crores was liquidated 
by physical delivery on 2.2.1992. Stanchart had 
thus to receive delivery of bonds of face value of 
Rs.7 crores. On 13.12.1991 it sold bonds of face 
value of Rs.6.5 crores to Andhra Bank for which it 
did not effect delivery. This transaction does not 
appear in the books of Andhra Bank. Stanchart 
therefore has a net shortfall of bonds of the face 

value of Rs.0.50 crore whose cost is Rs.0.46 crore. 0.46 

(h) On 9.5.1992, Stanchart as per deal slip purchased 
units of Cantriple of face value of Rs.45.5 crores 
§Rs.58.50 per unit from Andhra Bank for an aggregate 
cost of Rs.266.18 crores. T, h e r e is no record of 
this transaction in the books of Andhra Bank nor 

are there any cost memos available and no 
securities were received from Andhra Bank. On the 
same day, Stanchart as per deal slips sold PSU 

bonds a-ggregating Rs.266.12 crores to Andhra Bank. - 

C/f... 131.02 


125.94 


4.62 


8 




B/f . . . 


131.02 


(Refer pi, r a g r a p h 3.4 below). There is no record 
of these transactions in the books of Andhra Bank 
and no securities were delivered. A pay order 
No. 257131 for the difference of Rs.0.06 crore was 
prepared but not delivered to Andhra Bank. T h e e 

transactions appear to have been put through merely 
to coverup a gap in respect of various earlier 
purchase deals for which neither securities'nor BRs 
were available. The details of these earlier transact¬ 
ions are explained in paragraphs 3.3 and 3.4 below. 266.18 

(i) On 27.11.1991, Stanchart purchased from BoK 
13% NPC bonds of the face value of Rs.3.5 crores 
gRs.90 for Rs.3.15 crores. Payment was made to 
BoK and credited in BoK to the account of A . D . 

Narottam (ADN). Stanchart has not received 
delivery but holds CBMF discharged BR No.2742 
dated 18.11.1991 favouring ABFSL for the same 

bonds of the same face value. 3.15 

400.35 


3.2 Reference is invited to item (e)(i) of paragraph 3.1 above. 
The transaction as appearing in the books of CBMF is as under; 
(a)CBMF made the following purchases of 13% HUDCO bonds: 


Date 

Counterparty 

Face 

Value 

B . R i No . 



(Rs . i n 

crores) 


2.5.1991 

C i t i b a n k 

19 


205 

1.10.1991 

Citibank 

23 


394 



42 



(b) CBMF made 

the following 

sales of 

13% HUDCO 

bonds: 

Date C 

ounterparty 

Face 

Value 

B.R.No. 



(Rs • in crores) 


4.6.1991 

BoA 


13 

2309 

13.9.1991 

Citibank 


7 

2 475 

1.10.1991 

ANZ Grindlays 

Bank 

23 

2728 




43 
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(c)The broker in all the above transactions was HPO. CBMF has 

claimed that on 3 April 1992, HPD brought back CBMF’s BRs 

Nos.2309, 2475 and 2728 duly discharged by the respective banks 

and in turn CBMF returned to HPD BRs Nos. 205 and 394 duly 
discharged. (However, according to Citibank, BR No.39 4 was 
exchanged against CBMF BR No. 2451 dated 13 September 1991)- It 

also made physical delivery to HPD of bonds of the face value or 

Rs.1 crore. 

3.3 Reference is invited to item (h) of paragraph 3.1 above. The 
details of the purchases aggregating to Rs.288.90 crores (face 
value) for which neither securities nor BRs were available and 
which shortfall was covered up by the sale transactions recorded 
on 9 May 1992 (vide paragraph 3.4) are as under: 

(a) On 13 March 1992 Stanchart purchased from ABFSL, 9% 
HUDCO bonds of face value Rs.25 crores for which it paid Rs.22.56 
crores to Andhra Bank and which amount was credited to HPD's 
account in that bank. There is no such transaction recorded in 
ABFSL’s books. 

(b) On 26 February 1992 Stanchart purchased from ABFSL 9% 
NPC bonds of the face value of Rs.50 crores for which it paid 
Rs. 42.52 crores. ABFSL issued a BR No.23728 dated 26 February 
1992. According to ABFSL it delivered an original allotment 
letter against which it received back the BR duly discharged. 
According to Stanchart it holds only a photocopy of the allotment 
letter. ABFSL has written to NPC conveying its "no objection" to 
the bonds being issued to Stanchart and the matter is under 
correspondence. 
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(c)(i)0 n 27 January 1992, St anchart purchased from 
ABFSL, 91 H U D C 0 bonds of the face value of R s . 7 5 
crores. The transaction amount of Rs.68.68 crores was 
offset against some other sales and a net amount of 
Rs.0.0044 crore was received from ABFSL as per the 
voucher on record. No bonds or BR had been received by 
Stanchart. This transaction does not appear in the 
books of ABFSL. 

(ii) On 26 March 1992 Stanchart sold 91 HUDCO bonds of 
face value Rs.83 crores to Canbank Financial Services 
Ltd. (Carifina). It gave to Canfina BR No.2724 dated 26 
September 1991 for Rs.8 crores issued by CBMF leaving a 
balance of Rs.75 crores of bonds to be delivered. On 
the same day Stanchart purchased from Canfina 9\ REC 
bonds of face value Rs.83 crores for which it did not 
receive delivery. The net cost of this shortfall of 
PSU bonds of Rs.8 crores is Rs.7.38 crores. This 
transaction does not appear in the books of Canfina and 
no payment was made. Difference of Rs.125.06 was 
debited to "commission on securities". 


(d)(i) On 

16 

December 1991 Stanchart purchased 

from 

Hongkong 

Bank, 

131 NPC bonds 

of the face 

value of 

Rs.16.5 crores 

@Rs. 109.5317 

for which payment 

of 

Rs.18.07 

crores (excluding 

interest) 

was 

made. 

According 

to 

Stanchart it did 

not receive 

0 . 

<t 

«>« 

< 

*< 

According 

to 

Hongkong Bank, 

the bonds 

had 

been 
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purchased by it on 15 November 1991 from CBMF, for 
which it held CBMF's BR No.2751. This BR duly 
discharged was given to Stanchart through Hongkong 
Bank's broker NKA and Stanchart's broker H P D . 

(ii)On 16 December 1991 Stanchart purchased 13% NPC 
bonds of the face value of Rs.0.5 crore from ABFSL for 
which it paid Rs.0.42 crore but for which it did not 
receive delivery. 

(e) On 24 January 1992, Stanchart purchased from Bank of 
America (BoA) 131 HUDCO bonds of the face value Rs.13 crores. 
(Please refer item (e)(ii) of paragraph 3.1 above.) Against 
this purchase for which delivery was not received, the short 
delivery to the extent of Rs'; 6.4 0 crores was regularised through 
a dummy sale transaction. 

(f) On 4 October 1991, Stanchart purchased 131 CIL bonds of 
the face value Rs.14 crores from Punjab National Bank (PNB). It 
received delivery of bonds of the face value Rs.10 crores and for 
the balance it holds BR issued by CBMF in favour of ANZ Grindlays 
Bank (Grindlays) and discharged in blank by the latter. The cost 
of these bonds of face value Rs.4 crores is Rs.4.04 crores 
(excluding interest) which has since been recovered. 

(g) 0n 16 March 1992, Stanchart purchased 13% CIL bonds of 
face value Rs.13.5 crores from Hongkong Bank for which it has 
not received delivery. The cost of these bonds was Rs.13.-37 
crores (excluding interest). According to Hongkong Bank the 
bonds had earlier been purchased from CBMF for which it held 
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CBMF’s BR. This BR duly discharged was given to Stancha 
through Hongkong Bank’s broker NKA and Stanchart’s broker HPD. 

(h)(i) On 26 February 1992, Stanchart purchased from 
ABFSL 17% NPC bonds of face value Rs.50 crores for 
Rs.48.02 crores. According to ABFSL it issued its BR 
No.23727 which was returned duly discharged against 
delivery of the allotment letter. According to 
Stanchart, it only received a photocopy of the 
allotment letter. 

(ii) On 19 October 1991 Stanchart purchased from BoK 
11.5% 601 Loan 2007 of face value Rs,155 crores and 
11.5% GOI Loan 2010 of face value Rs.114 crores. It 
simultaneously sold to BoK 11.51 601 Loan 2011 for face 
value Rs.254 crores. It paid a net amount of Rs.1.13 
crores which was credited in BoK to the account of 
broker A.D. Narottam. Against Hie purchase of 11.5% 

601 Loan 2007 it sold to BoK the same security of face 
value Rs.131.50 crores on 11 December 1991 and Rs.9.50 
crores on 10 December 1991 without effecting delivery. 
There remained therefore a balance of Loan of Rs.14 
crores (transaction value Rs.13.54 crores) for which it 
has still to receive delivery. 

(iii) On 25 January 1992 Stanchart purchased from ABFSL 
11.5% 601 Loan 2010 for face value Rs.157 crores for 
which it did not receive delivery. Out of this Rs.7 
crores was covered up by a purchase of Cantriple (refer 
item (h) of paragraph 3.1) leaving a balance of Rs.150 
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crores (refer item (c) of paragraph 5.2). 


(iv) Purchases of face value of Rs,19 crores have not been 
identified. 

3.4 Against the above transactions, the sale transactions 


presumably made on 9 May 1992 without aelivery is for the 
following securities: 


Secur i ty 

Face 

Rate 

Amount 

Whereof Interest 



value 

(Rs . ) 

(Rs . in 

(Rs.in crores) 



(Rs. in 


crores) 




crores) 




(a) 

9% HUDC0 bonds 

25 

91 

23.16 

0.41 

(b) 

91 NPC bonds 

50 

91 

46.40 

0.90 

(c) 

9% REC bonds 

83 

91 

76.37 

0.84 

(d) 

131 NPC bonds 

17 

85 

14.91 

0.46 

(e) 

13% HUDC0 bonds 

6.40 

85 

5.54 

0.10 

(f) 

13% CIL bonds 

4.00 

85 

3.54 

0.14 

(9) 

131 CIL bonds 

13.50 

85 

11.89 

0.42 

(h) 

8.25% GOI Loan 






1995 

90.00 

93 

84 .31 

0.61 



288.90 


266.12 



BRs/SGL transfer forms issued by Bank of Karad Ltd. 


4. The details of the exposure in respect of BRs/SGL transfer 
forms issued by BoK are as under: 


(Rs.in crores) 


(a) On 8.1.1992 Stanchart purchased Units of the 
face value Rs.150 crores § 13.40 per Unit and 

paid to BoK Rs.191.79 crores after adjusting a sale 
on the same day of Rs.9.21 crores for which it 
issued its BR No.1765. The amount was credited in 
BoK to the account of ADN. Stanchart holds 

BoK BR No.003513/ADN dated 8.1.1992 2U1.00 

(b) On 14.10.1991 Stanchart purchased from BoK 11.5% 

IDBI bonds 2011 of the face value of Rs.50 crores 

@ 99.75. A net amount of Rs.0.24 crore (after 
adjusting other sales and purchases) was paid to BoK 
which was credited in BoK to the account of ADN. 

Stanchart holds BoK BR No.3455/ADN dated 14.10.1991. 49.88 


C/f... 250.88 
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250.88 


B/f... 

(c) On 20.4.1991 Stanchart purchased 9% IOBI bonds 

1999 of face value Rs.15 crores §95.50 and 8.751 
IDBI bonds 2000 of face value Rs.10 crores §95.50 
from BoK. An amount of Rs.22.64 crores was paid 
to BoK and credited in BoK to the account of 
AON. It holds BRs Nos.3275 to 3278 issued by 
BOK. It sold the bonds to C B M F . After a series 
of transactions, Stanchart repurchased the 
bonds from I0B for Rs.23.88 crores and received 
back the BRs issued by BoK. 23.88 

(d) (i) On 30.3.1992 Stanchart purchased 12.5% 

601 Loan 2007 of face value Rs.335 crores for 
Rs.319.93 crores (excluding interest) for which 
it received from BoK BRs Nos.3571 and 3752 for 
Rs.250 crores and Rs.85 crores respectively. It 
made a net payment of Rs.17.99 crores (after 
adjusting various other purchases and sales) to 
Andhra Bank though deals were with BoK. The amount 
was credited in Andhra Bank to the account of HPD. 

(ii) 0n 6.4.1992 Stanchart sold to Bok, 12.5% 601 
Loan 2007 of the face value of Rs.250 crores 

for Rs.225 crores (excluding interest) and 
returned back BoK BR No. 3571 

(iii) BR No.3572 was replaced by S6L transfer form 
dated 18.4.1992 which was dishonoured. The cost 
applicable to this purchase of bonds of face 

value of Rs.85 crores is Rs.81.18 crores. 81.18 


355.94 


BRs/S6L transfer forms issued by 
Metropolitan Co-operative Bank ltd. 


5.1 The details of the exposure in respect of BRs/S6L transfer 
forms issued by MCB are as under:- 


(Rs. ir crores) 

(a) (i) on 2.5.1992, Stanchart purchased from MCB 
9% IR F C bonds of face value Rs.400 crores for 
Rs.385.95 crores and on the same day sold various 
601 Loans of the face value Rs.399.50 crores for 
Rs.385.85 crores. The difference of Rs.0.10 crore 
paid by Stanchart to MCB is held by the latter in 
its Suspense account. For its purchases it holds 
MCB BR No.31 dated 2.5;1992 for Rs.189.20 crores 
(excluding interest) and MCB BR No.30 dated 
2.5.1992 for Rs.189.20 crores (excluding interest). 

For its sales, it has not issued any BRs or S6L 
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transfer forms. 


(ii) The sale transaction is obviously designed to 
square off various purchases made earlier for which 
St anchart did not have any securities or SGL transfer 
forms. These are detailed in paragraph 5.2 below. 378.40 

(b) On 4.1.1992 Stanchart purchased from BoK Units 
of face value Rs.60 crores 8Rs.13.30 for Rs.79.80 
crores. It paid Rs.37.64 crores to BoK after 
adjusting its sale on the same day of 101 GOI Loan 
2014 of Rs.50 crores face value for Rs.42.16 crores 
against which it returned BoK’s BR No.3456 dated 
14.10.1991. The amount was credited in BoK to the 
account of A.D.Narottam. Stanchart holds a MCB 

BR No.18 for Units of face value Rs.6 crores 

only instead of Rs.60 crores 79.80 

(c) 0n 6.4.1992, Stanchart purchased from BOK 

6% GOI loan 1994 of face value Rs.125 crores and 
6.25% GOI loan 1993 of face value Rs.125 crores. 

On 2.5.1992 as per the deal slips the bank sold 61 
GOI Loan 1994 of face value Rs.75 crores and 
6.251 GOI Loan 1993 of face value Rs.125 crores 
to MCB. A net payment of Rs.50 crores was made to 
BoK which was credited in BOK to the account of 
ABN. The bank holds a bounced SGL transfer form 
of MCB dated 6.4.1992 though MCB has no SGL 

account with the PD0 of the RBI. 50.00 

(d) On 22.2.1992, Stanchart purchased from MCB, 

11 % IDBI bonds 2002 of the face value of 

R s. 2 0 crores for Rs.19.20 crores (excluding 
interest). The counterparty indicated in the 
deal slips was Citibank but the cost memos were 
issued by MCB. Stanchart holds MCB BRs.Nos.21 and 
22 dated 22.2.1992 though these are not recorded 
in the BR register. Payment was made to MCB and 
credited to the account of broker Excel & Co. On the 
same day, MCB transferred the amount of Rs.19.85 
crores (including the above Rs.19.20 crores) to 
BoK though the voucher in MCB states that the 
pay order was to be issued in favour of Stanchart. 

In BoK, the amount was credited to the 

account of Excel & Co. 19.20 

(e) 0n 28.12.1991, Stanchart purchased from BOK 12* 

ICICI bonds of 2011 of face value Rs.50 crores for 
Rs.48.50 crores (excluding interest). No payment 
was made but the amount was adjusted against 
amounts due from the broker H.P. Dalai. The 

bank holds MCB BR No.19 dated 14.2.1992. 48.50 


575.90 
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5.2 Reference is invited to item (a)(ii) of paragraph 5.1 above. 

The details of the purchases for which neither securities nor S6L 

transfer forms were available and which shortfall was covered up 

by the transaction recorded on 2 May 1992 are as under: 

Face Value 
(Rs.in crores) 

(a) On 6.4.1992 Stanchart purchased from BOK 6% GOI 
Loan 1994 of face value Rs.125 crores. BoK 
delivered a bounced SGL transfer form of MCB for 
Rs.50 crores referred to in item (c) of paragraph 

5.1 above. 75.00 

(b) On 6.4.1992 Stanchart purchased from BOK 

6.251 GOI Loan 1993 of face value Rs.125 crores. 125.00 

(c) On 25.1.1992 Stanchart purchased from ABFSL 11.5% 

GOI Loan 2010 of the face value of Rs.157 crores. 

(Please refer to item h(iii)of paragraph 3.3 above). 

Out of this the loan of face value Rs.7 crores is 

covered up by the transaction recorded on 9.5.1992. 150.00 

(d) (i) On 28.10.1991 Stanchart purchased from BOK 
11.5% GOI Loan 2011 of face value Rs,92 crores 
for Rs.88.60 crores. After adjustment of various 
other purchases and sales a net amount of Rs.0.65 
crore was paid which in the books of BoK was 
credited to the account of AON. No delivery was 
effected. 

(ii) Between 14.1.1992 and 27.1.1992 Stanchart sold 
to Andhra Bank 11.5% GOI Loan 2011 of face value 
Rs.82.50 crores without effecting delivery. 

(iii) Jhere remained therefore a shortfall of 
Loan of the face value of Rs.9.50 crores for 

which delivery was not effected. 9.50 

<e)(i) On 28.10.1991 Stanchart purchased 12% 601 Loan 
2011 of face value Rs.100 crores from BOK for Rs.100 
crores. The payment for this was included in the net 
amount of Rs.0.65 crore paid to BOK as mentioned 
in (d) above. No delivery was effected. 

(ii)0n 23.1.1992, the same Loan of the face value of 
Rs.20 crores was sold to Andhra Bank and on 27.1.1992 
Loan of the face value of Rs.40 crores was sold 

to ABFSL without effecting delivery. - 

C/f... 359.50 
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B/f... 359.50 

(iii)There remained therefore a shortfall of 
this Loan of the face value of Rs.40 crores 

for which delivery was not effected. 40.00 

399.50 

Securities, recovered from Hiten P. Dalai 

6.1 The details of the securities reportedly recovered by 
Stanchart from broker H.P. Dalai are as under : 

(Rs.in crores) 

Cantriple units of face value 

Rs.35.50 crores @ 58.50 206.00 

Shares based on market value as on 16.10.1992 107.00 

NCDs and third party BRs 37.00 

350.00 

6.2 There has been a considerable depreciation in values since 
the above values were determined. Thus the market value of 
Cantriple units as on 15 February 1993 was only Rs,16 per unit. 
Therefore, on these units alone, there is a depreciation of 
neatly Rs.150 crores. There must be depreciation in the other 
investments also and therefore the realisable value of the 
investments recovered will be considerably lower than the figure 
of Rs.350 crores mentioned in paragraph 2.1. The title of 
Stanchart to these investments is also the subject master of 
disputo. 

Additional exposures 

7. After the net exposure of Stanchart was provisionally 
determined in the second Report of the Committee, the following 
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additional exposures have been identified r- 

(Rs 

(a) On 10 March 1992, Stanchart purchased Cantriple 
units of the face value of Rs.25 crores from ABFSL 
at Rs.14/- for Rs.35 crores. Payment was made to 
Andhra Bank and credited to HPD's account by 
Andhra Bank. There is no cost memo available with 
Stanchart, nor is the transaction recorded in the 
books of ABFSL. Andhra Bank has on its record 

two delivery orders (Nos.12313 and 12314 dated 
10 March 1992) from HPO asking Andhra Bank to 
receive the units from Canfina and deliver the 
same to Stanchart. It also has a copy of its 
letter dated 10 March 1992 addressed to Stanchart 
indicating delivery of a BR. According to 
Stanchart it has not received the units and it 
has filed a suit against ABFSL/Andhra Bank 

(b) On 10 April 1992, Stanchart purchased Cantriple 
units of the face value of Rs.8 crores from Andhra 
Bank at Rs.20/- for Rs.16 crores, which was 
credited to HPD’s account by Andhra Bank. Stanchart 
has not received delivery but it holds Canfina BR 
No.1730 dated 31 March 1992 issued in favour of 
Andhra Bank and duly discharged by the latter. 

Canfina has denied liability and claimed that it 
has already delivered the units to Andhra Bank. 

The latter has also denied liability claiming that 
it has not received the units and that this was a 
"broker's" transaction in which it merely acted 
on the instructions of HPD and there is as such 
no privity of contract between it and Stanchart 

(c) Stanchart had purchased from CBMF 11.5% 601 
loan 2008 face value Rs.10 crores on 23.8.1991 
for Rs.10.15 crores, Rs.7 crores on 26.8.1991 
for Rs.7.11 crores and Rs.43 crores on 4.9.1991 
for Rs.43.65 crores against which S6L transfer 
forms were submitted by CBMF. The S6L transfer 
forms for Rs.10 crores dated 23.8.1991 and 
Rs.43 crores dated 4.9.1991 were presented to 
the PD0 on 19.9.1991 and bounced even after 
several re-presentations. For the purchase of 
Rs.7 crores on 26.8.1991 there were two separate 
SGL transfer forms of Rs.5.39 crores and Rs.1.61 
crores dated 19.12.1991. The latter was presented 
to the PD0 and honoured but the SGL transfer form 
for Rs.5.39 crores was presented only on 15.5.1992 
when it bounced. The total cost of the purchases of 
face value Rs.58.39 crores for which Stanchart holds 
only bounced SGL transfer forms is Rs.59.26 
crores. The matter is under dispute with CBMF. 

C/f... 


in crores) 


35.00 


16.00 


59.26 

110.26 
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8/f. . . 


110.26 


(d) (i) On 10.2.1992, Stanchart purchased from 
Hongkong Bank, 9% IRFC bonds of face value 
Rs.27.50 crores for Rs.25.18 crores- (exclusive 
of interest) for which it received BR No.1050 
dated 10.2.1992. Stanchart has not received 
bonds against the BR. 

(ii) According to Hongkong Bank, letters of 
allotment Nos.41-45 and 150, 152 and 170 had 
been delivered against the BR but the same 
duly discharged had not been returned. 

(iii) According to Stanchart, the letter of 
allotment had been delivered by Andhra Bank in 
respect of its purfchase on 27.3.1992 of bonds 
of the same value from Andhra Bank, the payment 
whereof has been credited to HPO's account with 

Andhra Bank. 25.18 

(e) (i) On 24.4.1992 Stanchart had purchased 91 
IRFC bonds of face value Rs.10 crores for Rs.7.60 
crore:;. fiom Hongkong Bank. It received through 
broker NKA letter of allotment No.0056 from 
Hongkong Bank. There is no cost memo from 
Hongkong Bank. 

(ii) On 8.1.1992 Stanchart had purchased the same 
bonds of an identical value from Karur Vysya 
Bank Ltd. (KVB) for Rs.9.19 crores. The broker 
for KVB was again NKA. KVB issued a BR to 
Stanchart. Stanchart has not received bonds 
against the BR. KVB claims that it had 
delivered letter of allotment No.0056 to 
Stanchart through NKA, though it has not 
received the discharged BR from Stanchart. 

The broker acting for Stanchart was HPD. 9.19 

(f) (i) On 20.1.1992, Stanchart had purchased 
91 IRFC bonds of face, value Rs.10 crores for 
Rs.9.32 crores from KVB for which KVB issued 
its BR. Stanchart has not received bonds 
against the BR. KVB claims it delivered 
allotment letter No.0016 through its broker NKA 
to Stanchart. The broker acting for Stanchart 
was HPD. 

(ii) According to IRFC the bonds covered by the 
allotment letter have been received by IRFC for 
registration in the name of ABN Amro Bank. 9.32 


153.95 
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Dealings with broker H.P. Dalai 

8.1 A large number of the securities transactions of Stanchart 
were either with or on behalf of broker HPD. The transactions 
with HPD appear in the names of "routing" institutions like 
Andhra Bank, BoK, ABFSL, etc. but the payments and receipts are 
effected through HPD's account or ADN's account with Andhra Bank 
or BoK respectively. The transactions on behalf of HPD appear to 
be under an informal arrangement with HPD whereby Stanchart is 
assured a return on its funds outlay of 15% in respect of 
transactions in SLR securities and at call money rates or better 
in respect of non-SLR securities. 

8.2 Under the informal arrangement, Stanchart at the direction 
of HPD bought securities from bank counterparties. The 
subsequent sales of these securities were negotiated by HPD and 
Stanchart made the sales at such negotiated prices to 
counterparty banks designated by HPD. A desired sale price was 
derived to assure to Stanchart the required return for the period 
it held the security and the difference between the actual sale 
price and the der ived sale pi ice was payable to or recoverable 
from HPD. The desired sale prices were computed on computer 
spread sheets. 

8.3 The differences payable and recoverable were accumulated and 
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the net recoverable amounts were periodically adjusted by 
artificial transactions and by differences between contract rates 
and delivery rates in genuine transactions. The artificial 
transactions were simultaneous sale and purchase transactions for 
the same face value and with the same counterparties but with 
differences between sale and purchase rates. To determine the 
differences and to keep control of the amounts payable and 
receivable, an informal diary was maintained by the dealer for 
SLR securities. The diary maintained by one of the dealers for 
some period is available. In respect of non-SLR securities no 
diary was maintained but the differences payable and receivable 
were maintained on the computer sheets referred to in paragraph 
8.2 above. 

8.4 It is believed that a similar arrangement also existed 
earlier with broker M/s.V.B. Oesai. In the minutes of the Fund 
Committee meeting held on 20 February 1990, there is a reference 
to the fact that Stanchart "had sold Rs.200 crores of our SLR 
portfolio on a 'committed forward sale' basis at 151 p.a. for the 
rest of the year” and that "this was effectively a lending of 
Rs.200 crores at 15% p.a. till 31 December 1990 against SLR 
stocks". This suggests that Senior Management of Stanchart was 
aware of the arrangements with HPD and earlier with M/s.V.B. 
Desa i . 

8.5 The following is a summary of the entries appearing for the 
period from 11 January 1992 to 23 April 1992 in the diary 
maintained by one of the dealers. 
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Date 


No. of 
transact¬ 
ions 

Deficit 
(Rupees in 

S^rplus 
1akhs) 

11.1.92 

14.1.92 

Balance b/f 

1 


3.41 



"Recovered" 


17.1.92 

to 28.1.92 

27 

578.51 

398.67 

29.1.92 

"Recovered 

4/- on 7 and 

1/2 G ? teed 

Stock" 

29.1.92 

to 8.2.92 
"11.5% GOI 
at 94.7894 

26 

2010 140 Crs 
inputted in 

2028.61 
. Bought 
ZZZZ" 

256.24 

13.2.92 

to 22.2.92 

23 

247.82 

514.73 

22.2.92 

"11.5% GOI 

2010 




BB 980 @ 
SS 999 @ 
ZZZZ 19 @ 

97.0879 

96.6490 

95.0060" 



26.2.92 


5 

84.50 

510.10 


26.2.92 "Sheet attached SBI deals(G'teed) 


27.2.92 

to 30.3.92 

100 

5855.63 

1785.19 

30.3.92 

"Recovered" 




31.3.92 


1 


9.45 

31.3.92 

"Recove red” 




2.4.92 

to 3.4.92 

5 

120.64 

100.54 

6.4.92 

"Loss" 



C/f . . 


Balance 


( 534, 

19) 

3, 

41 

( 530, 

78) 

534 , 

00 

3, 

22 

( 179, 

84) 

( 176, 

62) 

260, 

00 

83 , 

38 

(1772, 

37) 

(1688, 

99) 

266, 

91 

(1422, 

08) 

( 398. 

, 90) 

(1820, 

,98) 

425, 

,60 

( 1395 , 

,38) 

1549 , 

,33 

153 , 

,95 

(4070, 

,44) 

(3916, 

,49) 

3015, 

,00 

( 901 , 

,49) 

9, 

,45 

( 892, 

.04) 

1000, 

.00 

107, 

. 9 b 

( 20, 

.10) 

87, 

.86 

(5000, 

.00) 

(4912, 

.14) 
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6.4.92 to 

23.4.92 

78 

B/f... 

4528.73 3369.06 

(4912.14) 

(1359.67) 

23.4.92 

"Recovered" 



(6271.81) 

6300.00 

28.19 


8.6 The entries appearing in the diary represent both (a) sane 
day transactions when purchases and sales of identical securities 
and identical face values have been made on a single day and the 
difference is payable to or recoverable from HF>D and (b) ready- 
forward transactions where purchases are reversed by forward 
sales after a period of tine and there is investnent of funds by 
Stanchart on which a guaranteed rate of return is earned by 
St. an chart, 

8.7 An illustrative example of same day transactions appearing 


in the 

diary on 24 

March 

1992 is given below : 


" 7 

STA 

1999 

4775 

(88 (■ 

-) 91.51) 

(167.60) 

12 

MSEB 

2011 

4000 

(95 (• 

-) 99.10) 

(164.00) 

7.25 

IDB 

1997 

2500 

(82.50 (• 

-) 88.61) 

(152.75) 

12 

ICI 

2011 

5850 

(95.00 (- 

-) 98.90) 

(228.15) 

11.5 

GO I 

2011 

3800 

(91.50 (- 

-) 94.83) 

(126.54) 

9.5 

GO I 

2004 

1700 

(81.50 (- 

-) 87.92) 

(109.14) 

7.25 

IDB 

1996 

2838. 

38 (82.50 (- 

-) 88.50) 

(170.30) 

9.5 

GO I 

2008 

500 

(79 (- 

-) 82.78) 

( 18.90) 

10 

GO I 

2014 

2900 

(78 (- 

-) 83.94) 

(172.26) 

10.8 

GOT 

2008 

1000 

(87.50 (- 

) 93.75) 

( 62.50) 


The first figure in the brackets shows the sale rate and the 
second figure the purchase rate and the difference is 
recoverable from or payable to HPD. 


24 







8.8 An illustrative example of "ready-forward" transactions 


appearing 

in the 

diary on 

8 February 1992 is 

given 

below : 

" 61 

1993 

14100 

(90.60 (- 

-) 94.3332) 

s 

(526.38) 

11.51 

2009 

5000 

(96.50 (- 

-) 96.1822) 

St + 

15.89 

12 MSEB 

2011 

4000 

(99. (- 

-) 98.9678) 

* + 

1.29 

9 Sta. 

1999 

4775 

(91 (- 

-) 89.2452) 

= + 

83.79 

9.5 

2004 

1700 

(87.65 <- 

■) 88.8572) 

= 

(20.52) 

10 

2014 

2900 

(83.65 (- 

-) 84.6933) 

r 

(30.26) 

7.5 IDB 

97 

2500 

(88 (- 

) 93.1570) 

= 

(128.93) 

7.5 IDB 

97 

3000 

(87. (- 

) 92.8679) 


(176.04) 


All the above transactions ere transactions which originate 
with a purchase on an earlier date and are reversed by a sale on 
8 February 1992. The first figure in the bracket shows the rate 
at which the sale is actually made whereas the second figure is 
the derived rate at which sale should have taken place in order 
to yield to Stanchart a return of 151. The derived rates are 
computed on computer spread sheets which are available and which 
show how the rates are computed. When the actual sale rate 
exceeds the derived rate the difference is payable to broker HPD 
and is shown as a positive item. When the actual sale rate is 
lower than the derived rate the difference is recoverable from 
HPD and is shown as a negative item. 

8.9 Some of the entries shown in the diary and reproduced in 
paragraph 8.5 above are detailed below 

(a) On 29 January 1992, Stanchart sold to Citibank 7.51 IFCI 
bonds 1997 face value Rs.14.88 crores, 7.51 IDBI bonds 1997 face 
value Rs.6.45 crores and 7.51 IDBI bonds 1997 face value Rs.43.68 
crores, aggregating to Rs.65.01 crores @Rs.91 as per the contract 
rate. However, Citibank made payment only gRs.87. The 
difference of Rs.2.60 crores was received from HPD and adjusted 



i : 

it 
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against the accumulated difference due from him. Thus the amount 
of* Rs.2.60 crores recovered from HPD was accounted for by booking 
an artificial profit on the sale to Citibank. 

(b) On 26 February 1992, Stanchart booked 22 sales 
transactions with Citibank in respect of securities purchased on 
26 February 1992, mostly from State Bank of India. The net 
difference between the sale rate and the purchase rate aggregated 
to Rs.15.4933 crores which was shown in the diary as due to HPD. 

(cl On 30 March 1992, Stanchart purchased from BoK 12.51 601 
Loan 2007 of face value Rs.335 crores @95.50 and sold the same 
security of face value Rs.250 crores to Hongkong Bank and of 
fact value Rs.85 crores to Credit Lyonnais at a contract rate of 
Rs.104.50, thus booking a profit of Rs.30.15 crores, which was 
used to reduce the aggregate amount recoverable from HPD as per 
the diary. As explained in paragraph 8.10(e) below, the delivery 
rates for this sale were lower and the difference was recovered 
from HPD. 

(d)(i) On 31 March 1992, Stanchart purchased from 
Cochin Refineries and from its CCDS department 3.5 
crores and 1.5 crores respectively units of Cantriple @ 
Rs.14.45 per unit. On the same day it sold the units 
to Andhra Bank on account of HPD @ Rs.16.45 thereby 
booking a profit of Rs.10 crores which was used to 
reduce the aggregate amount recoverable from HPD as per 
the diary. 

(ii) However, in order to adjust the amount in the 
diary, Stanchart booked the sale only at Rs.14.45 per 
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unit but passed the following dummy transactions 
[listed in sub-paragraphs (iii)and (iv) below] to 
record the excess receipt of Rs.10 crores from Andhra 
Bank. 


(iii) It purchased and sold to Andhra Bank on the same 
day the following securities: 


Security 


Face 
Value 
(Rs . i n 
crores) 

Purchase 
rate 
(Rs.) 

Sal e 
rate 
(Rs.) 

Difference Profit 

(Rs.) (Rs. in 

crores) 

11.5% GOI 

2008 

75 


94.15 

97.5543 

3.4043 

2.55 

11.5% GOI 

2009 

25 


94.05 

98.05 

4.00 

1.00 

11.5% GOI 

2010 

20 


93.75 

99.75 

6.00 

1.20 

11.5% GOI 

2011 

40 


93.20 

95.20 

2.00 

0.80 

11.5% HP 

2009 

25 


94.05 

98.05 

4.00 

1.00 

12% AP 

2011 

10 


97.00 

100.00 

3.00 

0.30 








6.85 

(iv) 

It sold to 

Hongkong Bank on the 

same day 8 

.25% GOI 

Loan 

1995 

of face 

value Rs 

.45 crores 

where the 

contract 

rate 

was 

Rs.99. 

50 

and the 

del i very 

rate was 

Rs.93.50 

thus 

yielding a 

difference 

of Rs.2.70 crores. 


(v) 

The 

above 

amounts of 

Rs.6.85 crores and 

Rs.2.70 


crores were adjusted against the excess amount of Rs.10 
crores received from Andhra Bank by debit to HPD’s 
account. The transactions for the balance of Rs.0.45 
crore have not been identified. 

(e) On 6 April 1992, Stanchart made the following simultaneous 
purchjse and sale transactions :- 

(i) it purchased 12.5% GOI Loan 2007 of face value 

Rs.250 crores at par frov Hongkong Bank and sold the 

27 








same to BoK at Rs.90 thus making a loss of Rs.25 
crores; 

(ii) it purchased 6.251 601 Loan 1993 of face value 
Rs.125 crores at Rs.99.60 from BoK and sold the same to 
Bank of America at Rs.92.60 thus making a loss of 
Rs.8.75 crores} 

(iii) it purchased 6% 601 Loan 1994 of face value 
Rs.125 crores at par from BoK and sold the same to Bank 
of America at Rs.87.00, thus making a lo$s of Rs.16.25 
crores . 

The aggregate loss of Rs.50 crores was shown in the diary as 
recoverable from HPP. This transaction is part of the series of 
transactions referred to in paragraph 8.10 below. 

(f) On 23 April 1992, as per the diary, a sum of Rs.62.72 
crores was recoverable from HPD. This is shown as cleared by a 
recovery of Rs.63 crores. This recovery was not made in cash but 
was part of certain transactions which are explained in paragraph 
8.11 below. 

8.10 (a) On 30 March 1992, Stanchart purchased from BOK 12.5% 601 
Loan 2007 of face value Rs.335 crores @ Rs.95.50 for Rs.319.925 
crores (excluding interest). However, the delivery rate was 
Rs.100 resulting in an excess payment of Rs.15.07 crores. 

(b) On the same day, Stanchart sold to BoK the 
undermentioned securities, where the contract rates and delivery 
rates were as stated below: 
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Secur1ty 

Face 

Contract 

Contract 

Del 1ve ry 

Del 1 very 


Value 

Rate 

Value 

Rate 

Value 


(Rs. 1n 

(Rs.) 

(Rs. 1 n 

(Rs.) 

(Rs. 1n 


crores) 


crores) 


crores) 

9* HUDCO bonds 

50 

98.20 

51.29 

90 

47.19 

13* NPC bonds 

45 

98 

44.68 

90 

41.08 

9* IRFC bonds 

183 

95 

182.02 

90 

172.87 

13* CIL bonds 

23.50 

90 

21.55 

90 

21.55 

Units 

18 

14.9535 

26.92 

14.9535 

26.92 

9* NHPC bonds 

8.29 

90 

7.83 

90 

7.83 




334.29 


317.44 




ss:e:s 


S 3S S 8 S S 

There was 

therefore a short 

receipt of 

Rs.16.85 

crores. 

(c) On 

the same 

day, Stanchart also 

made a 

slmultaneous 

purchase from 

and sale 

to Andhra 

Bank of 9* 

; IRFC bonds of face 


value Rs.100 crores where Stanchart made a profit of Rs.3 crores. 

r d) All the above transactions were In fact transactions 
with HPD though recorded as transactions with 80K and Andhra 
Bank. For these transactions an amount of Rs.34.92 crores was 
due from HPD. 

(e) On the same day, Stanchart purchased from BoK 12.51 GOI 
Loan 2007 of face value Rs.335 crores [referred to In Item (c) of 
paragraph 8.9 above] and sold the same to the extent of Rs.250 
crores to Hongkong Bank and Rs.85 crores to Credit Lyonnais. The 
contract rate was Rs.104.50 and the delivery rate Rs.100.CO. 
There was thus a difference of Rs.15.08 crores which was also 
recoverable from HPD. 

(f) The total amount recoverable from HPD was therefore 
Rs.50 crores. This amount was however received thrpugh a cheque 
Issued by Reliance Industries Ltd.(RIL) on Its overdraft/current 
account with Fort branch of Syndicate Bank. 







(g) On 6 April 1992, the overdraft/current account of RIL 
with Fort branch of Syndicate Bank shows a credit of Rs.50.16 
crores representing a cheque received from BoK and debited to the 
account of AON. 

(h) RIL has volunteered the information that it had 
instructed HPD to buy 9% IRFC bonds of face value Rs.51.50 
crores. HPD when sending his bill requested RIL to make payment 
of the purchase price of Rs.50 crores directly to Stanchart on 
behalf of HPD. As HPD failed to deliver the bonds, he was asked 
to refund the money with market yield equivalent to prevalent 
call money market rate. 


(i) (i) 

On 6 April 

1992, 

Stanchart purchased from 

BoK, 

6% GOI 

Loan 1994 of face 

value Rs.125 

crores and 

6.251 

GOI Loan 1993 of 

face value Rs.125 crores where 

the 

contract rates and 

delivery rates were 

as under : 


Security 

Face 

Contract Contract 

Delivery 

Delivery 


val ue 

rate 

value 

rate 

value 


(Rs . i n 

(Rs.) 

(Rs. in 

(Rs.) 

(Rs. in 


crores) 


crores) 


crores) 

6% GOI Loan 

125 

100 

125.00 

87 

108.75 

1994 






6.251 GOI 

125 

99.60 

124.50 

92.60 

115.75 

Loan 1993 









249.50 


224.50 

Interest 



3.04 


3.04 




252.54 


227.54 




r s st s sc s 


srssa: 

Cii) On 

the same 

day, it 

sold to BoK, 

12.5% GOI 

Loan 


2007 of the face value Rs.250 crores where the contract 

rate and delivery rate were as under j 
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Security 

Face 
value 
( R s . in 
crores) 

Contract 
rate 
(Rs. ) 

Cont ract 
value 
(Rs . in 
crores) 

Delivery 
rate 
(Rs. ) 

Deliv e ry 
v a 1 u e 
( R s . in 
crores) 

12.5% 601 
Loan 2007 

250 

90 

225.00 

100 

250.00 


Interest 0.72 0.72 

225.72 250.72 

For its purchases Stanchart had to pay Rs.227.54 crores to BoK 
and an additional amount of Rs.25 crores to the broker lexcess of 
contract value over delivery value). For its sales Stanchart had 
to receive Rs.250.72 crores from BoK which included an excess 
payment of Rs.25 crores (excess of delivery value over contract 
value) which was payable to the broket*. Thus Stanchart had to 
receive Rs.23.18 crores (Rs.250.72 crores - Rs.227.54 crores) 
from BoK and pay Rs.50 crores to the broker in settlement of this 
set of transactions. Stanchart paid to BoK Rs.50 crores which 
was credited in BoK to the account, of A D N . Stanchart passed an 
entry in its books showing Rs.23.18 crores as receivable from BoK 
and debited P.0. Receivable Account which presumably would be 
cleared when the payment order was received from BoK. In fact, 
BoK did not issue any such payment order on that day. 

(j) If all the transactions recorded in items (a) to (i) 
above are considered together with the transaction recorded in 
item (e) of paragraph 8.9 above, the following picture emerges : 
(i) Stanchart had as on 30 March 1992 an amount of 
Rs.39.16 crores recoverable from HPD as per the diary 
maintained for SLR securities. It had other amounts 
recoverable for non-SLR securities. Stanchart 
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presumably wanted to book a profit of Rs.50 crores 
before finalising its accounts for the year ended 31 
March 1992. The transactions recorded in items (a), 

(b), (c) and (e) above were therefore entered into to 
book this profit of Rs.50 crores. 

(ii) HPD paid this amount to Stanchart by utilising 
funds received from RIL for the purchase of IRFC bonds 
which he did not deliver. 

(iii) On 6 April 1992, Stanchart made available to HPD 
through ADN Rs.50 crores. This amount was utilised by 
HPD to return the amount to RIL This payment was 
entered in the books through the transactions recorded 
in item (i) above. 

(iv) As the transactions recorded in item (i) above 
resulted in a loss, the loss was recorded in the diary 
on 6 April 1992 as recoverable from HPD. For this 
purpose, the transactions recorded in item (e) of 
paragraph 8.9 above were entered into. 

(v) The profit booked on 30 March 1992 by Stanchart was 
in fact reversed on 6 April 1992. This loss together 
with other differences recoverable from HPD were 
finally cleared as per the diary through a recovery of 
Rs.63 crores in end-April 1992, which is discussed in 
paragraph 8.11 below. 

8.11 Reference is invited to item (f) of paragraph 8.9 above 
regarding a recovery of Rs.63 crores from HPD shown in the diary 
regarding SLR securities. A similar recovery of Rs.14.85 crores 
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is recorded as made for non-SLR securities. The details of these 
recoveries are as under: - 

(a) On 3 April 1992, Stanchart had sold to BOK the under¬ 
mentioned securities:- 


Deal 
No . 

Security 

Face 
Value 
( Rs . i n 
crores) 

Rate 
(Rs.) 

BR No. 

Date 

of BR 

9492 

131 NPC bonds 

45 

85 

2136 

3. 

4.92 

9494 

Units 

18 

15 

2135 

3. 

4.92 

9495 

13% CIL bonds 

23.5 

85 

2137 

3. 

4.92 

949 1 

9% HUDCO bonds 

50 

88.35 

Physical 

De 1 

i ve r y 


Payment for this sale aggregating to Rs.132.72 crores was 
received from BoK by debit to the account of ADN. 

(b) On 28 April 1992, Stanchart repurchased the above 
securities from BoK (except that the face value of 9% HUDCO bonds 
repurchased was Rs.25 crores) at an aggregate value of Rs.107.31 
crores. Against this purchase, HPD returned to Stanchart its 
original BRs and also made physical delivery of 91 HUDCO bonds of 
face value of Rs.25 crores. However no payment was made to BoK 
against this purchase, but the amount payable was credited to 
"P.0. Received Account” and not to "P.0. Issued Account” as would 
normally be made for purchases. 

(c) Having thus created a credit of Rs.107.31 crores in 
"P.0. Received Account", dummy entries were passed to show a 
recovery from HPD of Rs.63 crores in respect of SLR securities 
and Rs.14.85 crores in respect of non-SLR securities as underi- 

(i) In respect of SLR securities, there was a 

simultaneous purchase and sale of the following 
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securities with Andhra Bank. 


Security 


Face 
Value 
(Rs . i n 
c rores) 

Purchase 

Rate 

Rs. 

Sale 
Rate 
Rs. 

Difference 

Rs. 

Profit 

( Rs . i n 
crores) 

11.51 

GO I 

2006 

100 

90 

98 

8 

8.0 

9.251 

GO I 

1992 

100 

90 

100 

10 

10.0 

8.25% 

GO I 

1995 

125 

90 

100 

10 

12.5 

7.25% 

GO I 

1992 

125 

90 

100 

10 

12.5 

11.5% 

GO I 

2C06 

100 

90 

100 

10 

10.0 

11.5% 

GO I 

2008 

125 

90 

98 

8 

10.0 








63.0 


(i i > 

In 

r espec t 

of Non- 

SLR securities 

there w 


simultaneous purchase and sale of the following bonds 
with ABFSL. 


Security 

Face 

Value 
(Rs.in 
crores) 

Purchase 

Rate 

Rs . 

Sale 
Rate 
Rs . 

Difference 

Rs . 

Profit 

(Rs. in 
crores) 

9% 

IRFC bonds 

100 

84 

89 

5 

5.0 

9% 

HUDC0 bonds 

125 

84 

90 

6 

7.5 

9% 

IRFC bonds 

100 

85 

87.3506 2.3506 

2.35 







14.85 


(iii) 

The profit 

on the 

above 

t ransactions 

was 


debited to P.0. Received Account and set-off partly the 
credit created on that account. 


8.12 Computer spread sheets for non-SLR Securities are available 
and the manner of operation in respect of such securities was 
similar to the operations in SLR securities. 


8.13 Tentative figures of the differences determ i i.„u in respect 
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of transactions in securities and the recoveries made from HPD as 
collected by Stanchart for the period from January 1991 to May 
1992 are as under:- 

Type of Security Differences as Differences Recoveries 



Computed 

as per 

Diary 

made 


(Rs. in 

crores) 



SLR 

213.38 

212.37 


213.86 

p ublic Sector Bonds 

97.80 

97.55 


97.02 

Units 

8.92 

8.92 


6.76 


320.10 

318.84 


317.64 

8.14 At first sight it might 

appear that by 

providing a 

guaranteed return 

HPD suffered 

during the 

period 

from January 


1991 to May 1992 a loss of Rs.317.64 crores. However on a closer 
scrutiny it will be seen that:- 

(a) to the extent the transactions were with HPD himself 
(though booked in the names of other institutions like Andhra 
Bank, BoK, ABFSL, etc.) funds were in fact being lent to HPD at 
the guaranteed rate during the period between the purchase and 
the subsequent sale; 

(b) to the extent transactions were with other counter-party 
banks, Stanchart was in fact carrying the broker's 'open 
position' as its own open position. 

8.15 A scrutiny of the transactions in securities shows that in a 
large number of cases there were very large differences between 
the contract rates and the delivery rates. The transactions were 
booked at- the contract rates but actual payments; and receipts 


35 














were at delivery rates, the balance of the payment or receipt 
being made good by the broker HPD or paid to the broker. 


8.16 Several examples of such transactions have already been 
referred to earlier. A few more instances are given be low:- 
( a ) ( i) On 7 March 1992, Stanchart sold to Citibank 
11.51 GOI Loan 2010 of face value of Rs.100 crores at 
Rs.97.25 as per cost memo issued by Stanchart and on 
record with Citibank. However Citibank made payment 
only at a delivery rate of Rs.95.25 and the difference 
of Rs.2 crores was considered by Stanchart as 
recoverable from HPD and debited to "Interbank P.0. 
Received Account". 

(ii) On 12 Marc Li 1992, Stanchart sold to State Bank of 
India (SBI) 11.51 601 Loan 2008 of face value Rs.50 
crores. The contract rate was Rs.95.0675, but SBI made 
payment at Rs.99.0675. An excess payment of Rs.2 
crores was therefore received. 

(iii) On 12 March 1992, Stanchart sold to SBI 11,5* 

601 Loan 2010 of face value R s . 4 3 crores. The contract 
rate was Rs. 99.5211 but SBI made payment at Rs.98.8024. 

There was thus a short payment of Rs.0.31 crore. 

( i v) The net excess amount of Rs.1.69 crores received 
from SBI was credited to "Interbank P.0. received 
account" and used to partly offset the debit of Rs.2 
crores to the same account. 

(b) On 14.12.1991, S tan-chart purchased from SBI the 
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undermentioned securities: 


Security 


Face 

Contract 

Contract 

Deliv e r y 

Delivery 




Value 

Rate 

Value 

Rate 

Value 




(Rs.in 

Rs . 

( Rs . i n 

Rs. 

(Rs . in 




crores) 


crores) 


crores) 


11.51 SOI 

2007 

50 

93.60 

46.80 

99.85 

49.93 


11.5% SOI 

2008 

50 

92.75 

46.38 

99.00 

49.50 


11.5% GO I 

2009 

40 

92 . 10 

36.84 

98.35 

39.34 


11.5% SOI 

2010 

100 

92.50 

92.50 

98.75 

98.75 






222.52 


237.52 


Stanchart 

made payment 

to SB I of 

Rs.237.52 

crores 

and 

received 

the difference 

of Ps.15 crores from HPD by 

payment order 

issued by Andhra Bank 

but the 

accounting 

vouchers 

showed 

the 

amount as 

re ce 

iv e d from 

SBl|§ 





(c) 

On 

13 December 1991 

Stanchart purchased from SBI 

the 

undermentioned 

securities; 





Secur i ty 


Face 

Contract 

Cont ract 

Delivery 

Delivery 




Value 

Rate 

Value 

Rate 

Value 




(Rs . in 

Rs , 

(Rs . i n 

Rs . 

(Rs . i n 




crores) 


crores) 


crores) 


11.5% GO I 

2007 

50 

94.85 

47.425 

99.85 

49.925 


11.5% GO I 

2008 

50 

94.00 

47.000 

99.00 

49.500 


11.5% GOI 

2009 

60 

93.35 

56.010 

98.35 

59.010 


11.5% G0 I 

2010 

100 

93.75 

93.750 

98.75 

98.750 






244.185 


257.185 


Stanchart 

paid SB I Rs . 

257.185 

crores and 

adjusted 

Rs.13 crores 


against the purchase on the same day from BoK of the following 
securities for which it did not make payment. 
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Security 

Face Value 
(Rs.in crores) 

Rate 

Value 

(Rs.in crores) 

91 HUDCO bonds 

8 

90 

7.20 


95 NLC bonds 

5 

90 

4.50 


13* NLC bonds 

1.13 

85.2051 

0.96 





12.66 


interest 



0.34 





13.00 


Accounting Rules 





9.1 S,:anchart's 

Head Office had 

prescribed 

BR exposure 

1iraits 

for srious banks on a net basis 

. However 

these were 

neither 


adhered to nor monitored. Thus;- 

,'e) In respect of BoK, the stipulated limit was as high as 
Rs.70 r.rores. Despite this, BRs were accepted far in excess of 
this limit and as mentioned in paragraph 2.1, Stanchart has an 
aggregate exposure on account of BRs issued by BoK of Rs.355.94 
crores whereas the outstanding BRs issued by Stanchart to BoK 
aggregate to Rs.1.40 crores only. 

(b) There was no limit prescribed for MCB. However, c.-> 
mentioned in paragraph 2.1, Stanchart has an aggregate exposure 
on account of BRs issued by MCB of Rs.525.90 crores. 

(c) There were no limits prescribed for Karur Vysya Bank 
Ltd. and National Housing Bank. However Stanchart had accepted 
BRs issued by these institutions to the extent of Rs.20 crores 
and Rs.100 crores respectively. 
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9.2 There were also overall hold'ng limits in respect of SLR 
stocks on asset basis and on open position basis arid on non-SLR 
stocks on asset position basis. However these limits were 
grossly exceeded and long and short positions were held in non- 
SLR stocks. 

9.3 In ctober 1991, the bank discontinued maintaining a manual 
investment ledger which had indicated security-wise the balance 
after each deal. Thereafter only computer print-out is available 
which gives only end-day balance of securities held but does not 
indicate the break-up of such holdings between physical 
securities, S6L transfer forms and BRs. 

9.4 There was no S6L shadow register and SGL transfer forms were 
issued without ensuring that there w..s sufficient balance in the 
S6L account or that credit had been afforded for SGL transfer 
forms lodged. Therefore as many as 78 SGL transfer forms issued 
by Stanchart between 1 December 1991 and 2 May 1992 bounced. 
Similarly 51 SGL transfer forms received by Stanchart and 
deposited during 4 January to 11 May 1992 also bounced. 

9.5 In several cases delivery was effected against sales without 
receiving payment thereagainst. Similarly for purchases made, 
payment was made without receiving securities, or BRs or SGL 
transfer forms. Even wnere BRs were received, discharged BRs 
were handed over to the brokers to be exchanged against bonds but 
there was inadequate follow up to ensure that the bonds were in 
fact delivered to Stanchart. 
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9.6 On sale of securities, the accounting entries passed were to 
debit "pay order received account" and credit the "investment 
account". When the sale proceeds were received they were 
credited to the former account to clear the debit. 

9.7 A scrutiny of the transactions shows that 

(a) in a number of cases "pay order received account" has 
been debited when no pay orders have in fact been received on 
that date; 

(b) on a number of days, the "pay order received account" 
showed debit balances; 

(c) there is no record maintained of pay orders received nor 
are the pay orders identified in the vouchers. 

9.8 This suggests that often sales were booked without the full 
sale proceeds being received and differences due from the broker 
HPD were being carried forward in "pay order received account". 
It is also clear that these differences though receivable from 
HPD as also similar differences in respect of purchases were 
shown in the vouchers as recoverable from the counterparty. A 
few examples are given below : - 

(a) On 16 January 1992, Stanchart purchased from Hongkong 
Bank 121 GOI Loan 2011 of face value Rs.80 crores. The contract 
rate was Rs.96.55 but the delivery rate was Rs.99.55. Stanchart 
paid Rs.79.64 crores (excluding interest) to Hongkong Bank and 
showed as per the voucher a recovery of Rs.2.4 crores from 
Hongkong Bank but no recovery was in fact received from that 
bank. 

(b) On 16 January 1992, Stanchart sold to Hongkong Bank, 
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8.25? IFCI bonds 1995 of face value Rs.15 crores @96.65 and 11.5% 
GOI Loan 2015 of face value Rs.68 crores @96.00 to Hongkong 8ank. 
The delivery rates were Rs.90.65 and Rs.93.00 respectively. 
Stanchart received from Hongkong Bank Rs.76.84 crores (excluding 
interest). It recorded the difference of R s . 2.9 4 crores as 
received from Hongkong Bank though no recovery was in fact 
received from that bank. 

(c) On 30 March 1992, Stanchart sold to Hongkong Bank, 12.5% 
GOI Loan 2007 of face value Rs.250 crores @Rs.l04.50. The rate 
given on the relevant cost memo was only Rs.100 and delivery was 
made at that rate. The voucher records the difference of 
Rs.il.25 crores as received from Andhra Bank but Andhra Bank has 
not issued any cheque to Stanchart on that date. 

(d) On 25 September 1991, Stanchart made the undermentioned 
sales : 


Counterparty 

Security 

Face 
value 
(R s . i n 
crores) 

Contract 
rate 
(Rs.) 

Delive ry 
rate 
(Rs.) 

Difference 
( Rs . i n 
crores) 

Canara Bank 

9.25% 

601 1992 

12.50 

101.60 

99.60 

0.25 

Canara Bank 

11.5% 

GOI 2006 

12.94 

102.62 

101.00 

0.21 

Canara Bank 

11.5% 

GOI 2002 

15.00 

103.00 

ICO.00 

0.45 

British Bank 

9.75% 

States 

43.00 

98.60 

95.60 

1.29 

of the 

1998 






Middle East 






— 







2.20 

The voucher records 

Rs.2.20 

crores as received 

from BoK - 

HPD but 

no cheque has 

been 

issued by 

BoK to 

Stanchart 

on that date 

* 


(e) (i) On 23 October 1991, Stanchart sold to BoA the following 

securities s 
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Security 

Face 
value 
(Rs . i n 
crores) 

Rate as 
per cost 
memo 
(Rs.) 

Kate as 
per BoA 

(Rs.) 

Amount 

recorded 

as 

received 
(Rs. in 
crores) 

Amount, 
actually 
received 
(Rs . i n 
crores) 

8.25% IFCI 1995 
7.5% IDBI 1997 

9% IDBI 1999 

18.10 

20.00 

5.00 

95.35 

90.60 

95.70 

90.00 

84.00 

87.00 

17.65 

18.54 

4.90 

16.69 

17.22 

4.46 





41.09 

38.37 


The voucher records Rs.41.09 crores as received from BoA whereas 
the actual receipt was only Rs.38.37 crores. The difference of 
Rs.2.72 crores has been deducted from a net payment of Rs.3.61 
crores due to BoK against certain other transactions. 

(ii) The transactions against which the difference was adjusted 
are as under ! 

(a) Purchase of 11.5% 601 Loan 2011 of face 


value Rs.59 crores 6Rs.95.73 


(including interest) 

Sale of Units of face value R s . 4 0 crores 

Rs.57.61 

crores 

@Rs.l3.50 

Rs.54.00 

c ro res 

Balance due from Stanchart 

Rs. 3.61 

c rores 

Difference adjusted 

Rs. 2.72 

c rores 

Net payment 

Rs. 0.89 

crore 


Rs.0.89 crore was paid to BoK and was credited to the current 
account of ADN on 30 October 1991. There was no exchange of 
securities between Stanchart and BoK and the transaction is not 
recorded in the books of BoK. 

9.9 There are a number of cases where investment- transactions do 
not appear to be recorded in the books of accounts. A few such 
transactions are shown in subsequent paragraphs. 
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9.*10 (a) On 10 April 1992* Stanchart bought Cantriple units of an 
aggregate value of Rs. 75 crores from various banks and resold the 
same to other banks on the same day. All the transactions were 
through broker HPD. The details of purchases and sales are as 
under ; 

Purchases 


S r . 
No. 

Deal No. 

Counterparty 

Face 
Value 
(Rs . in 
crores) 

Rate 

(RsJ 

Total 
value 
(Rs . in 
crores) 

Time of 
deal 

1 . 

9706 

Andhra Bank 

8.00 

20.00 

16.000 

2.30 p.m. 

2. 

9707/9697 

6 r i ndlays 

17.00 

12.25 

20.8-25 

2.00 p.m.* 

3. 

9691 

Citibank 

50.00 

20.00 

100.000 

12.30 p.m. 




75.00 


136.825 



Sales 


4. 9702 

Union Bank 

5.00 

40.00 

20.00 

2.30 

p. m. 

5. 9701 

Grindl ays 

10.00 

15.00 

15.00 

2.30 

P . 

6. 9715-16 

Grind! ays 

10.00 

20.00 

20.00 

2.30 

p. m. 

7. 9717 

Grind!ays 

5.00 

20.00 

10.00 

2.00 

p * fft * 

8. 9700 

Canara Bank 

5.00 

20.00 

10.00 

2.45 

P.ID. 

9. 9708 

Canara Bank 

10.00 

15.00 

15.00 

11.30 

a. m. 

10. 9698 

Bank of Madura 

10.00 

15.00 

15.00 

2.00 

P • ID « 

11. 9709 

Hongkong Bank 

10.00 

15.00 

15.00 

12.30 

p. m. 

12. 9699 

(New Delhi) 
American Express 

10.00 

16.825* 
15.000@ 

15.00 

2.00 

P.R). 


75.00 135.00 


* Contract rate § Delivery rate 

(b) It will be noticed that (i) the rates have on the same 
day varied from Rs.12.25 to R s . 4 0 per unit, (i i) even for the 
same counterparty rates have been different, and (iii) units have 
been bought from and so-ld to the same counterparty on the same 
day at different rates. 

(c) Though several banks are mentioned as counterparties, in 
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a number ocases payments and receipts have in the counterparty 
banks’ hooks been credited or debited to brokers’ accounts. 
Thus s - 

i) in respect of the purchase under ’tern 1, the payment 
hes been credited to HPD’s account with Andhra Bank, 

ii) in respect of the sale at item 4, the amount has 
been debited to the account of JayantilaT Khandwala S 
Sons, in Union Bank; 

iii) in respect of the sales under items 5, 6 and 7, 

Rs.20 crores was debited to the account of Shri Harshad 
Mehta and Rs.10 crores was debited to the account of 
Eriam Securities (Pvt.) Ltd. in Grindlays. The balance 
of Rs.15 crores was received not from Grindlays 

but from ABN Amro Bank and debited to the account 
of broker NKA. 

iv) in respect of the sale under item 12, the payments 
by American Express Bank have been debited to the 
accounts of brokers Stewart & Co. and C.Mackertich. 

(d) The purchase and sale transactions are not recorded in 
Stanchart’s books though entries have been passed for the 
payments and receipts by debit and credit to Inter Bank P.0. 
Issued Account and Inter B.nk P.0. Received Account respectively. 

9.11 (a) On 19 December 1991, Stanchart purchased from ABFSL 
Units of the face value of Rs.13.5 crores 6Rs.13.40 for a total 
value of Rs.18.09 crores The amount paid was credited to HPD’s 
account in Andhra Bank. On 23 December 1991, Stanchart resold 
this security to ABFSL at the same price and received Rs.18.09 
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crores through HPD’s personal cheque. 

(b) There is no record of the transactions in the books of 
ABFSL nor is there any record that security or BRs w >"6 delivered 
by ABFSL to Stanchart or returned back by Stanchart tu ABFSL. 
This appears to be therefore a clean loan to HPD by Stanchart ot 
Rs.18.09 crores for 4 days. 

9.12 There are a number of instances where Stanchart had 
purchased/sold investment on which interest payments became due 
on the "interest due" dates but Stanchart/purchasi ng bank was 
unable to collect the interest because it did not have custody of 
the investments. However, the interest due has been funded by 
HPD. A few examples are given below : 

(a) On 23 January 1992, Stanchart received from Andhra Bank 
a pay order for Rs.1.14 crores. In Andhra Bank's books this was 
debited to HPD's account. Out of this amount Rs.0.51 crore was 
used to fund half-yearly interest to British Bank of the Middle 
East on 9.25% GOI Loan 1992 of face value Rs.ll crores for which 
Stanchart had issued BR No.1595 dated 27 November 1991 to 
British Bank of the Middle East. 

(b) On 25 November 1991, Stanchart received Rs.3.45 crores 
from HPD. Out of this, Rs.1.38 crores was used to fund the half- 
yearly interest on its purchase of 11.5% 601 Loan 2008 of face 
value Rs.24 crores from CBMF and Rs.1.49 crores was used for 
funding half-yearly interest on 11.5% GOI Loan 2008 of face value 
Rs.2o crores for which Stanchart had issued a BR to BoA. 

(c) On 25 November 1991, Rs.2.37 crores was received from 
HPD and used to fund the half-yearly interest on the purchase of 
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11% Bihar Loan 2002 of face value Rs.43.15 crores from BoA. 

(d) On 25 November 1991, Rs.2.56 crores was received from 
HPD to fund half-yearly interest on 11.5% 601 l.oan 4 u 0 9 of face 
value Rs.61 crores for which Stanchart had issued a BR to BoA. 
9.13 The fact that interest on the above securities is paid by 
HPD seems to suggest tha' these transactions were not in fact 
supported by the existence of securities and were in fact merely 
financing transactions. 

9.14(a) There were several "dummy" transactions in securities 
recorded merelv to transfer profits between different securities 
viz. SLR securities, PSU bonds and Units. For example, in the 
first three months of the budget year 1992, the performance was 
well below the budget in the SLR portfolio whereas it was well 
above the budget in the Units portfolio. 

(b) Thus the following dummy transactions with Andhra Bank 
showing purchases and sales on the same day for identical 


securities 

and 

identical 

face value 

were 

recorded :- 


Security 


Face 

Purchase 

Sale 

P r of i t 

Profit 


Value 

Rate 

Rate 


Booked 



(Rs.in 

(Rs.) 

(Rs.) 

(Rs. i n 

(Rs. in 



crores) 



crores) 

crores) 

11.5% 601 

2008 

75.00 

94.15 

99.15 

3.75 

3.64 

11.5% 601 

2011 

50.00 

93.20 

94.20 

0.50 

0.50 

11.5% 601 

2010 

100.00 

93.75 

96.25 

2.50 

2.50 

11.5% 601 

2010 

100.00 

93.75 

95.75 

2.00 

2.00 


8.75 8.64 


The small difference between the notional profit and the 
profit booked arises due to the fact that for calculation of book 
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profit, investments are accounted on a "first in first out" 
basis. 

(c) Against the above transactions in SLR securities which 
yielded a profit of Rs.8.75 crores, the following dummy 
transactions in Units with Andhra Bank were also recorded: 


Face Value 
(Rs.in crores) 

Rate 

(Rs.) 

Total Value 
(Rs.in crores) 

Purchases 



100.00 

14.90 

149.00 

30.00 

14.90 

44.70 

110.00 

14.80 

162.80 

10.00 

14.75 

14.75 



371.25 

Sales 



50 

14 ’lH 

72.75 

50 

14.68 

73.40 

70 

14.45 

101.15 

80 

14.40 

115.20 



362.50 

Loss 


8.75 

Loss booked 


8.67 


(d) Thus a profit of Rs.8.75 crores was made in the SLR 
portfolio and compensated by a loss of Rs.8.75 crores in the 
Units portfolio. 

9.15 (a) There are also instances where dummy transactions have 
been recorded to conceal the true extent of depreciation in 
securities. 

(b) For example, in late March 1992, due to a coupon hike, 
the SLR portfolio would have shown a depreciation of 
approximately Rs.2.64 crores. To conceal this depreciation, 45 
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dummy deals were recorded for transactions with Andhra Bank in 
respect of 44 SLR securities for an aggregate face value of 
Rs.90.51 crores. The transactions were for purchase and sale of 
identical scrips at identical rates. Though there was no profit 
or loss in the transactions, there was a book loss because of 
Stanchart’s accounting policy of calculating profit or loss by 
considering cost of investments sold on the "first in first out” 
basis. Thus the holding cost of investments was reduced and a 
net loss of Rs.2.44 crores booked as a trading loss. 
Consequently the depreciation in the portfolio was reduced from 
Rs.2.64 crores to Rs.0.20 crore. 

Corporate Cash Deployment Service Scheme 

10.1 In order to get round the RBI guidelines on Portfolio 
Management Scheme (PMS) which required that there should be a 
minimum "lock-in" period of 1 year for the amounts accepted, 
Stanchart devised a Corporate Cash Deployment Service Scheme 
(CCDS) . 

10.2 Under the scheme Stanchart presumably sold securities to 
clients with an implied agreement to repurchase them at the end 
of the specified period at an agreed rate which provided to the 
depositor an agreed rate of return. This was clearly indicated 
on Stanchart’s copy of the deal slip. For example, if the 
deposit was accepted for 46 days at an agreed rate of return of 
17%, the deal slip would indicate in the bottom corner the 
notation "04617". These transactions were occasionally also in 
the form of bills sold to customers. 




10.3 The funds received under the CCDS scheme were credited to 
"CCDS account" and the disbursements made out of such funds were 
debited to the same account. From copies of the deal slips, 
Stanchart has prepared a statement as at 31 March 1992 of the 
funds collected and outstanding under the scheme at Bombay of 
Rs.695.86 crores and the disbursement outstanding of Rs.771.85 
crores, which shows an excess disbursement of Rs.75.99 crores. 
According to the financial accounts, the excess disbursement was 
Rs.76.57 crores. The difference of Rs.0.58 crores represented 
amount invested for compliance with SLR requirements. 

10.4 The sources of funds are represented by deal slips recording 
sale of securities, bills, Units, commercial paper, etc. to the 
clients from whom funds have been collected whereas the 
disbursements represent purchase of such items. An analysis of 
the outstanding position as at 31 March 1992 shows the following 


over-bought 

or 

over-sold position for various 

types 

of 

securities. 






Security 

Purchased 
(nos.) 

Sold 
(nos.) 

Over-bought 

(nos.) 

Over-so 
(nos .) 

13 % IPCL bonds 

50,000 

- 

50,000 

— 

Units 

150,900,000 

123,812,020 

27,087,980 

- 

91 IRFC bonds 

8,870,000 

8,380,000 

490,000 

- 

131 CIL bonds 

1,900,000 

1,595,000 

305,000 

- 

13% HZL bonds 

2,600,000 

2,370,000 

230,000 

- 

Canpremium Units 

21,000,000 

20,650,000 

350,000 

' - 

17% Kotak NCD 

3,000,000 

- 

3,000,000 

- 


10.5 If under the CCDS scheme there were genuine purchases and 
sales of securities, then in respect of the over-bought position, 
the securities should have formed part of Stanchart’s investment 
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portfolio on 31 March 1992 and in respect of over-sold position, 
Stanchart should have reduced the securities from its investment 
portfolio on that date. This does not appear to have been done 
as Stanchart has confirmed that the net debit balance of Rs.76.57 
crores on CCDS account at Bombay office representing the excess 
of "disbursements" over "sources", has been grouped under "Other 
Inter-office adjustments (net)" forming part of "other assets". 

10.6 There is no evidence to show either that the securities or 
bills were actually delivered to customers at the time of sale 
and received back at the time of purchase or that Stanchart was 
actually holding the securities or bills on behalf of customers; 
and no securities register appears to have been maintained. 

10.7 It would therefore appear that the CCDS was only a facade 
for the receipt of deposits from customers on which interest was 
allowed at rates in excess of the maximum rates stipulated by the 
Reserve Bank. For funds obtained in this manner, Stanchart paid 
brokerage to parties (e.g. Anandini Financial Services, 
Professional Management Services Pvt.Ltd. etc.) which was in 
violation of RBI directives. Finally, the deployment of these 
funds under ready-forward purchase deals with non-bank clients 
including brokers, corporate entities, etc., was also in violation 
of RBI directives. 

10.8There were a large number of transactions with Shri Harshad 
Mehta and his associate concerns, e.g. Growmore Research $tfd 
Assets Management Services L'td. (GRAMS) and in many cases the 
resale by Stanchart was not made on the due date but the funds 
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were rolled over by simultaneous sale and purchase transactions. 


10.9 As in several cases, Stanchart was not in a position to 
reverse its purchase transaction with these parties but in fact 
had to reverse its sale transactions with its customers, it had 
to deploy its own funds. As at 2 December 1992, the CCDS account 
therefore showed a debit balance of Rs.283.15 crores representing 
its own funds so lying invested. The details of this balance and 
the underlying security held are as under:- 
(a) 


Date of 
Purchase 

Counterparty 

Security 

Face 
Value 
(Rs . i n 
crores) 

Cost 

(Rs.in 
crores) 

Security held 

14.2.1992 

GRAMS 

13% NPC bonds 

5.50 

4.48 

Canfina BR No. 
1687 dated 
20.2.1992 for 
Rs.5 crores and 
bonds Rs.0.5 
crore. 

17.1.1992 

GRAMS 

9% IRFC bonds 

8.00 

6.61 

Bonds 

13.2.1992 

GRAMS 

Canpremiurn 

11.00 

12.60 

Canfina BR No. 
190 dated 
5.12.91/23.4.91 

22.5.1992 

PNB-GRAMS 

17% PFC bonds 

50.00 

50.58 

PNB BR No.164 
dated 11.4.92. 

10.4.1992 

BoK 

State Bank "MRIS" 

1.25 

1.58 

Bonds 

20.5.1992 

SBI Caps 

17% NTPC bonds 

5.00 

5.20 

Bonds 

20.5.1992 

SBI Caps 

13% NPC bonds 

17.00 

15.94 

Bonds 

27.3.1992 

Kotak 

Mahindra 

17% KOTAK NCD 

15.00 

15.00 

Bonds - Direct 
Subscription 

31.3.1992 

-do- 

17% KOTAK NCD 

15.00 

15.00 

- do - 


Money & 
Investment 
Dept.of Bank 

Cant ripie 

15.00 

22.50 

With M & 1 Dept 

3.4.1992 

-do- 
Canfina 

Cantripie 

17% NTPC bonds 

10.00 

58.04) 

15.21 

-do- 

3.4.1992 

Canfina 

17% NTPC bonds 

1.56) 

62.25 


5.4.1992 

Canfina 

9% CIL bonds 

4.00 

3.85 

230.80 

Bonds 

(b) 

In addition. 

Stanchart holds 

the fol1 owing 

securities 
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for which the cost is recorded but no further details are 


avail able. 



Secur i ty 

Face Value 
(Rs.in crores) 

Cost 

(Rs.in crores 

i) 

Canpremiurn units 


10.00 

11.10 

ii) 

Essar Gujarat NCD 


5.00 

4.85 

i i i 

) UTI Master plus 


0.15 

0.43 

iv) 

GIC Rise II units 


10.00 

11.10 

V) 

91 PFC bonds 


2.00 

1.90 

V 1 ) 

Sahu Bros. Saurashtra 

Ltd. 

5.00 

5.55 

V 1 1 

) 9 % PFC bonds 


4.00 

4.27 

v i i 

i)9% IRFC bonds 


24.50 

22.78 

1 x ) 

91 PFC bonds 


4.00 

3.76 

X) 

9% NPCL bonds 


32.50 

32.50 8 

X 1 ) 

Investment in CRR/SLR 



1.78 


100.02 


@ face value., as cost not available. 

(c) Against the aggregate assets of Rs.330.82 crores, there 
are the following liabilities : 

(i) Securities to be delivered against BRs issued 


Counterparty Security Face value Cost 




(Rs . 

in crores) 

(Rs.in crores) 

C an fina 

Cantriple units 

10.00 

15.21 


SB I Caps 

91 

NPC bonds 

28.00 

25.95 


FGFSL 

91 

NPC bonds 

1.50 

1 .37 






42.53 


(ii)Amount 

held in 

Sundry Creditors 

Account 

3.05 






45.58 


(d) 

The net 

assets avai1able 

the ref ore 

aggregate 

Rs.285.24 

crores as 

against 

the debit balance 

in CCDS account of 

Rs . 283.15 


crores. These net assets were taken over as bank's "own" 
investments at book value. The loss so absorbed by Stanchart on 
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this account is estimated at around Rs.23 crores. 


10.10 On 30 March 1992, Stanchart sold on CCDS account 91 IRFC 
bonds of face value Rs.61.25 crores for Rs.55.18 crores to N H, 
which represented a reversal of an earlier purchase from GRAM^. 
According to Stanchart, it had under instructions from Shri 
Harshad Mehta delivered bonds of face value Rs.80 crores to 
Canfina of which bonds of Rs.61.25 crores which were to be 
delivered to NHB were adjusted against a sale of bonds by NHB to 
Canfina. NHB has claimed that it has not received the bonds and 
the matter is in dispute. 

Nexus between dealers and broker H.P. Dalai 

11.1 Stanchart’s dealers are believed to have been bailed out by 
broker HPD on occasions when they had incurred huge losses when 
dealing on Stanchart’s account and did not want to report these 
losses to senior management. Some examples are given below: 

(a) Towards the end of 1990,the dealers had made a 
potential loss of about Rs.2 crores on transactions in PSU bonds 
of face value of about Rs.50 crores. HPD acquired the total 
holding of Stanchart at cost, thus absorbing the loss of about 
Rs.2 crores . 

(b) In July 1991, Stanchart had a forward position in Units 
of face value of around Rs.200 crores on which there was a 
potential loss of approximately Rs.10 crores to Rs.15 crores. 
HPD took over these Units at holding cost to Stanchart and thus 
took over this potential loss. 

(c) Stanchart held in late March 1992, a forward "long" 
position in 11.5% GOI Loan 2010. There was a hike in the coupon 
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rate announced by ti;e Government on its new loans as a result of 
which there was a sharp drop in the market price of 11.5% GOI 
Loan 2010. Cons ?gn>nt 1 y 'Stoic hart was left with a potential loss 
of around Rs.10 crores. H P 0 was reported to have had forward 
"short” positions in this Loan and Lie is stated to have picked up 
potential losses of around Rs.5 crores. 

11.2 The transactions referred to in item (c) of paragraph 11.1 
are explained below: 

(i) On 21 March 1992, Stanchart completed the following 
transactions in 11.51 GOI Loan 2010 for which presumably it had 
forward contracts : 


Face Value 


Rate 

Total Value 

Counterparty 

(Rs.in crores) 

(Rs . ) 

(Rs.in crores) 


Purchases: 





25 


96.77 

24.1925 

Hongkong Bank 

25 


97.30 

24.3250 

Bank of America 

50 


97.365 

48.6825 

Citibank 

100 



97.2000 


Sales: 





25 


97.09 

24.2725 

Bank of Madura 

25 


96.84 

24.2100 

Bank of Madura 

50 



48.4825 


50 

Net 

purchase 

48.7175 


( i i ) 

On 

6 April 

1992 and 18 April 

1992 it completed 


following further purchase transactions presumably against 
forward contracts. 
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Date 

(Rs 

Face 

Value 

.in crores) 

Rate Total Counterparty 

(9s.) Value 

(Rs . in <:rores) 

6.4.1992 

100 

97.18 

97.1800 

C a n f i n a 

18.4.1992 

95 

97.0263 

92.1750 

Deutsche Bank 


195 


189.3550 


(iii) 

Thus, the 

aggregate 

purchases 

amounted to face value 

Rs.245 crores with a 

total cost 

of Rs.238 

.0725 crores giving a 


holding cost of Rs.97.17. With the coupon hike, the market price 
dropped to around Rs.91 and thereafter recovered to Rs.93. There 
was thus a depreciation of around Rs.4 per Rs.100 of face value, 
aggregating to approximately Rs.10 crores and HPD appears to have 
thus picked up the whole of the loss made by Stanchart a;. shown 
in (iv) below: 

(iv) The above securities taken over by HPD are recorded in 


the dealer 

* s diary and 

on sale 

the differences 

have been 

accumulated 

for HPD’s account. The 

details of the 

transact ions 

are as under: 




Date 

Face value 

Rate 

Total value 



(Rs.in crores) 

(Rs.) 

(Rs.in crores) 


21.3.1992 

45 

97.35 

43.8075 


6.4.1992 

1 0 Q 

97.18 

97.1800 


18.4.199; 

95 

97.0263 

92.1750 



240 


233.1625 Average 97.15 


'1.3 The dealers were also unde: pressure from senior management 
to real-se budgeted profits in securities transactions. These 
h i : eted profits *?»•<■ far in excess of the returns which could 
normally be expe'ed from investments in securities and therefore 
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the dealers were dependent upon HPO to general the extra profits 
through transactions which were in fact not the normal 
transactions in SLR securities. 

11,4 As a consequence of the above, a close nexus appears to have 
developed between the dealers and HPD and the former were willing 
to accommodate HPD in a number of ways. In particular, the 
customary safeguards when dealing with securities appear to have 
been abandoned and the clear demarcation of responsibilities 
between the ’front’office and the ’back' office got diffused and 
consequently controls got weakened. Thus deal slips were 
sometimes endorsed "please release cheque first", and 
consequently payments were made without receipt of securities and 
HPD was allowed to deliver securities other than the security 
contracted for or to give BRs issued by banks other than the 
named counterparty. Similarly, discharged BRs were [landed over to 
HPD without receipt of bonds and there was inadequate follow-up. 
Thus a ’hole* developed in Stanchart’s investment portfolio with 
investments not being supported by securities, SGL transfer forms 
or BRs. 

Conclusions 

12.1 The findings detailed in earlier paragraphs clearly 
establish that Stanchart has been carrying on its securities 
transactions in total contravention of RBI guidelines and in 
violation of the norms of prudent banking. These contraventions 
include "ready-forward" transactions with "non-bank" counter 
parties and transactions other than in SLR securities. 
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12.2 A large volume of its transactions have been with or through 
broker HPO. These transactions have been under an arrangement 
whereby, in order to obtain a guaranteed rate of return on its 
investments, Stanchart has in fact totally surrendered its 
discretion regarding dealings in securities and has acted 
entirely under the directions of the broker. In this process, it 
has used its own funds to actually carry the "broker’s" position 
in forward contracts. There is sufficient evidence to show that 
senior management were in fact aware of this situation. 

12.3 There was a close nexus between Stanchart’s dealers and HPD, 
and the dealers, in order to meet stiff budgetary targets, 
totally surrendered their independence and looked upon HPD to 
bail them out for huge losses which they incurred in the dealings 
in the bank’s "own" account. 

12.4 As a consequence of this loss of independence, the 
safeguards customarily used in securities transactions were 
abandoned. Thus payments were made in advance of receipt of 
securities and S6L transfer forms or BRs, discharged receipts 
were returned without receipt of securities and delivery was 
accepted of securities other than those contracted for and of BRs 
issued in favour of other banks. Inevitably this led to an ever- 
expanding "hole" in Stanchart’s investment portfolio. To cover 
this "hole", th^ dealers entered into wholly fictitious 
transactions mainly involving the BoK and the MCB which 
transactions were not backed by securities or were backed by BRs 
of doubtful value. 
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12.5 Stanchart’s investment and accounting records have been 
manipulated to camouflage the real arrangement with HPD and later 
to record the fictitious transactions to cover up the "hole" in 
Stanchart’s investment portfolio. Thus, a number of dummy 
transactions have been recorded, transactions have been recorded 
at rates different from the rates at which transactions have 
actually taken place, and transactions have been recorded to hold 
back or book profits which profits have been later reversed. 

12.6 Stanchart has collected huge amounts under the CCDS in total 
violation of RBI guidelines. This scheme appears to have been 
devised to get round RBI regulations both on interest rates on 
deposits and on PMS but the manner in which the scheme has been 
operated shows that funds collected under the scheme were in fact 
in the nature of deposits on which interest was paid at rates 
which exceeded the maximum rates specified in RBI guidelines. 

12.7 As a consequence of its securities transactions, Stanchart 
has a net exposure estimated at Rs.lL32.14 crores. This does not 
include the further exposure due to the fact that as explained in 
paragraphs 6.1 and 6.2 above, the title to tha securities 
recovered from HPD is the subject matter of dispute and the value 
of the securities would be considerably lower than the value of 
Rs.350 crores assumed for calculating the exposure. In addition, 
Stanchart has had to absorb a loss of about Rs.23 crores in 
respect of purchases under the CCDS scheme where reversals were 
not honoured by the counterparties. 
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III. Canbank Financial Services Ltd. 

1.1 The Committee in its second Report had made certain 
observations on the securities deals of Canbank Financial 
Services Ltd. (Canfina) a fully owned subsidiary of Canara Bank. 
The observations based on the further scrutiny carried out are 
furnished in the following paragraphs. 

1.2 Canfina started its operations with effect from June 1987. 
Its activities consisted of Merchant Banking, Leasing, Hire 
Purchase and Portfolio Management. Portfolio services were 
conducted through the Funds Department of the company, while the 
other, services were conducted through its Merchant Banking 
Division. 

1.3 Canfina started accepting funds from clients for portfolio 
management from August 1987. The Board of the company had 
approved the Portfolio Management Scheme (PMS) on 27 August 1987. 
Simultaneously, it also approved another scheme styled "Buying 
and Selling of Securities" on behalf of customers. While 
communicating this scheme to the branch offices, it was 
specifically stated that buying and selling of securities was 
"outside the purview of Portfolio Management and thereby RBI 
norms" The latter scheme was discontinued after March 1991 and 
in its place, another scheme known as "Corporate Investment 
Advisory Services" (CIAS) was adopted. The introduction of CIAS 
did not, however, have any specific approval of the Board of the 
company. 
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1.4 Funds placed with the company by customers with a minimum 
lock-in period of one year were classified under PMS, while funds 
placed with the company with a shorter lock-in period were 
classifieo under CIAS. In all other respects, the schemes were 
alike. 


1.5 The aggregate funds accepted'from clients during the period 
from 1 April 1991 to 20 July 1992 and amounts outstanding as on 


20 July 

Scheme 

1992 under 

No. of 
clients 

the schemes were as under : 

Amount (Rs. in crores) 

Accepted Outstanding as 
on 20.7.1992 

PMS 

8 

1089.31 

940.85 

CIAS 

95 

5262.09 

1011.31 

Total 


6351.40 

XX SSS3S 

1952.16 

X X X X X 3 X 


Apart from PSUs, the customers placing funds with the 
company under the schemes included foreign and public sector 
banks and their subsidiaries, private companies, export houses, 
financial institutions and finance companies, Delhi Stock 
Exchange, a Co-operative banx, a grameen bank and also brokers. 

1.6 Canfina had subscribed to bonds issued by certain PSUs on 
private placement basis and the PSUs in turn simultaneously 
placed funds with it under PMS/CIAS. From 1 April 1391 to 31 
March 1992, it had so subscribed to PSU bonds on 10 occasions for 
an aggregate amount of Rs.2182.18 crores. An amount of 
Rs.2122.80 crores was placed with the company under PMS/CIAS. 
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1.7 In several cases, as per the company's records funds have 
been received by it by utilising the services of brokers. 
Significant amount of secmity transactions has been put throu.'i 
these brokers or with them as counterparty. It is also observed 
that brokers placing funds with the company and clients brought 
by brokers received better eturn than other clients. The return 
passed on to the clients was significantly high in certain cases. 

1.8 The funds received under the schemes were deployed by way of 
bridge loans, ready roiward transactions in Government 
securities, PSU bonds. Units of UTI, units of other mutual funds, 
mainly Canbank Mutual Fund (CBMF), shares and also placement of 
funds with the parent bank. The funds collected under the 
schemes were also lent at a rate of interest of 151 p.a.to other 
divisions of the company for their other operations. As on 30 
June 1992, the amount so lent out of the funds collected under 
the schemes was Rs.219 crores. 


1.9 Canfina had also kept large amounts in fixed deposit with 
Canara Bank. The instances noticed are given below s 



Date of 
piacement 

Amount 

Period 

Rate of 
interest 



12.1.1991 

Rs.100 c rores 

90 

days 

8% 



27.2.1991 

Rs.200 crores 

180 

days 

81 



30.11.1991 

Rs.300 crores 

180 

days 

11% 


1.10 

Canfina invested Rs.310 crores 

out 

of PMS/CIAS 

funds in 

various schemes 

floated by CBMF 

during 1 

April 1991 to 

31 March 

1992 

. In return 

for the support 

given by 

Canfina, CBMF 

entered 


61 







into Ready Forward (RF) purchase transactions in PSU bonds with 
Canfina. From 1 April 1991 to 20 July 1992, Canfina’s sale of 
PSU bonds, NCDs and Government securities to CBMF amounted to 
Rs.2145 crores (FV) and purchases amounted to Rs.1930.05 crores 
(FV). 

1.11 The various instruments (i.e. assets) in which PMS/CIAS 
funds were deployed as or. 20 July 1992 are shown below ; 
Investment Avenue Amount Percentage 



(Rs. crores) 

to total 

CBMF instruments 

538.24 

31.3 

Units of UTI 

498.82 

29.0 

Units of other Mutual Funds 

31.20 

1.8 

Bonds/NCDs 

480.34 

27.9 

Bridge 1oans/Inter-company 
deposits 

33.90 

2.0 

Commercial Paper 

1.65 

0.1 

Shares 

133.75 

7.8 

601 security 

1 ^72 

0.1 

Total 

1718.62 

100.0 


1.12 The company had not prescribed any specific documentation to 
be executed by the customers placing funds with it under the two 
schemes. Proposals for specific documentation were formulated in 
September 1989 but they were not implemented. Subsequently, the 
company started exchanging correspondence with the customers 
specifying terms of placement of funds such as amount to be 
placed, period, yield, etc. While in some cases the company had 
issued letters of offer containing its terms to customers, in 
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other cases, it had responded to enquiries from customers. The 
customers’ letters of acceptance were not on record in many 
cases. Several of the letters of acceptance which were on record 
did not specify the manner in which the funds were to be 
deployed. Under both the schemes, funds were accepted on the 
assurance of guaranteed returns and there was no documentation to 
indicate that the funds were accepted to be deployed at the risk 
of the customer. In fact, there were no instances where less 
than the assured return was paid to the customers. The manner in 
which the schemes were operated by the company amounted to 
acceptance of deposits for specified periods, the company being 
in a position to deploy the funds in any manner. There was no 
definite commitment to deploy the funds in the best interests of 
the customers. It. the process, significant funds had been placed 
with the parent bank and also utilised by the company itself for 
its other operations at concessional rates. 

1.13 The company did not comply with the following RBI guidelines 
in regard to the operations of the two schemes. 

(i) Funds were accepted for a period of less than on* 3 
year. 

(ii) Funds were accepted with the promise of an assured 
return. 

(iii) The acceptance and deployment of funds were 
without any risk to the customer. 

(iv) No management fee was charged. 

(v) Periodical reports were not made to clients 
regularly about funds received, securities tied up. 
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untied balance, etc. 

(vi) Securities were not evaluated periodically with 
reference to market rates. The depreciation on 
securities held under PMS/CIAS schemes was not passed 
on to clients. 

(vii) Funds were deployed in other than permitted 
investments. For example, funds were deployed by way 
of bridge loans, placement with parent bank and 
utilisation of funds for other operations of the 
company . 

(viii) A large number of forward/ready forward deals 
were undertaken in total violation of RBI guidelines. 
Securities were sold to CIAS clients on RF basis and 
repurchased on maturity at a higher rate, so as to 
create the agreed rate of return. Under CIAS scheme, 
funds accepted were ostensibly against sale of specific 
securities but securities were not physically delivered 
nor were BRs issued to the customers. There was no 
earmarking of specific securities with distinctive 
numbers for any individual customer or transaction. 

After 1 April 1992, the total PMS/CIAS funds were 
treated as tied up with a basket of securities, giving 
it the characteristics of a mutual fund. 

1.14 There were serious deficiencies in the operation/con t. rol 
systems relating to the management of portfolio funds. Certain 
essential safeguards like fixing exposure limits, norms and 
procedures for investment of the funds, etc. were not stipulated. 
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There was also no appropriate system of reporting. The entire 
operations relating to the portfolio management were left in the 
hands of the Chief Dealer and there was no regular monitoring 
system in position. Although certain powers were delegated to 
the Chief Dealer for undertaking deals, there was no system to 
ensure that the transactions were within the powers and were 
undertaken judiciously. The Chief Dealer routinely transgressed 
the delegated powers. The dealing and back-up operations were 
not separated. Back-up was reduced to merely generating computer 
records of the transactions and passing the accounting entries as 
indicated by the Chief Dealer and his staff without independent 
verification of the transactions with reference to basic 
documents like contract note, cost memo, movement of securities, 
etc. Decisions taken by the Chief Dealer on purchase/sale 
transactions were conveyed over phone to other offices for 
implementation; such oral messages were not followed up by 
written communication. Transactions were noted in the dealer's 
pad/memo only after they were completed. Entries in the dealer's 
pad and corrections/alterations therein were not authenticated. 
No reasons were recorded for changing the name of the 
counterparty/broker/deal rates, etc. Deal rates did not 
correspond with contracted/market rates in many cases. 
Differential in deal rates was settled with/routed through 
brokers. 

1.15 The transactions detailed in subsequent paragraphs suggest 
that no proper internal control was functioning in Canfina. In 
particular, there was inadequate follow-up of outstanding 8K-, 
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short/excess payments and receipts to brokers, recovery of sale 
proceeds and improper functioning by the ’back-up’ office. This 
is also confirmed in the report of the management audit (carried 
out during the period December 1991 to February 1992 by the ED’s 
Secretariat of Canara Bank) and issued in July 1992. The 
internal audit function was entrusted to an outside firm of 
auditors but it appears a detailed audit of the company’s Funds 
Department (which managed the PMS and CIAS) *was not carried out. 
Surprisingly, the statutory auditors have in their report on the 
accounts for the year ended 31 March 1992 confirmed that the 
company had an internal audit system commensurate with the size 
and nature of its business, there existed a reasonable internal 
control system and that satisfactory records had been maintained 
for the company’s transactions relating to its dealings in 
shares, securities, debentures and other investments. 

2. Net Exposure 


2.1 In its second Report, the Committee had estimated the 
problem exposure of Canfina at Rs.435.31 crores [vide paragraph 
11(3)]. This represented the cost to the company of acquisition 
of 26 crore Units of UTI which the Bank of Karad (BoK) could not 
deliver to it. In addition the SGL transfer forms issued by BoK 
for 11.5% 601 Loan 2008 of the face value Rs.25 crores had also 
bounced. The problem exposure of the company has now been 
computed at Rs.666.73 crores as under. Thus there is a net 

increase of Rs.231.42 crores in the exposure. 

6 f 




Sr. 

No. 

DUf’S f 1 OiTi 

Pat ticulars 

Amount of 
exposure 
( Rs . in 
crotes) 

Rciii.l \ hS 

Vj tic 

pa ra- 
gi aph 

1 . 

Bank of Kaiad 

7 crore lhiits-64 

110.25 ) 

) 

Non-iec*vipr of 
seem it i^s. 

12 

2. 

-do- 

19 crore -do- 

299.25 • 

) 

against *.*a« h l en. 


3. 

-do- 

11.5? GOI 2006 
(F.V.Rs.25 crores) 

29.16 ) 

) 

tepreserits the 
cost of acquisition 



) of t lie P 1 .1 1 i VP 

* *»«■•«.• n» i! , > s t •• t he 
) rompaiiv for settl- 
) ing the t»ansaetion 
) which it had in tm.i 
) entetecl into on lit*-* 

) basis of RR/SGL 
) issued liv RoK. 


4. Hiten P.Dalai 
(HPD) 


Caneigo 

(F.V.Rs.33 crores) 


39.60 Although the company 
holds the Caneigo 
Certificates, these 
stand in the name 
of ARFSL and Andhra 
Bank and the 
securities are not 
transferable. 


10 


5. 

Andhra Bank 

Canpremium 

15.60 

Holding BR of 

12 


Financlal 

(F.V.Rs.12 crores) 


Citibank dis 

^charged 



Services Ltd. 



by ABFSL. 




(ABFSL) 






6. 

Stanchart/ 

i) 13? DVC Bonds 

) 

The company 

does not 

12 


HPD 

(F.V.Rs.28.5 

) 

have .mV P»R 

or 




crores) 

) 

seem A t.y 





ii>13% HPF bonds 

) 






(F.V.Rs.5 crores)) 32.2A 




7. 

Hongkong Bank/ 

13? CIL bonds 

18.60 

The company 

does not 

12 


CBMF/N.K. 

(F.V.Rs.18 crores> 


have any BR 

or 



Aggaiwala(NKA) 



securit y . 



8. 

Ashwin Mehta 

Share deals 

27.90 

Non-receipt 

of 

9 





shares/sale 

proceeds. 


9. 

Hiten P.Dalai 

-do- 

21.06 

-do- 


9 

10 

.Pallav Sheth 

-do- 

73.07 

-do- 


9 


Total 


666.73 
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2.2 Apart from the above problem exposures, there are a few 
items where the company would suffer losses. 

(a) Canfina has incurred a loss of Rs.130.78 crores 
(provisional) on its PMS and CIAS schemes during the period from 
1 April 1992 to 20 July 1992 made up as under : 

(Rs.in crores) 

(i) Interest earned 

on securities 89.59 

Brokerage earned 1.75 

91.34 

Guaranteed yield 

paid to clients (128.11) ( 36.77) 

(ii) Loss incurred on sale of 

securities (94.01) 

(130.78) 

It may be noted that during the year ended 31 March 1992 
Canfina had booked an income of Rs.43.48 crores on these schemes. 

(b) On a physical verification of securities as of 20 July 
1992 there was reportedly a shortfall between the book balance 
and the securities available of 70 lakhs Units showing a book 
value of Rs.10.99 crores and other securities having a book value 

of Rs.0.02 crore making an aggregate shortfall of Rs.11.01 
crores. 

(c) There is an outstanding claim from Stanchart for 
delivery of 91 IRFC bonds or reimbursement of Rs.87.06 crores in 
respect of two transactions undertaken on 27 September 1991 
through broker HPD. Stanchart has served legal notice on Canfina 
(vide paragraph 12). 
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(d) Canara Bank went to the rescue of Canfina to improve its 


liquidity and purchasec PSU bonds/CBMF units from Canfina during 

the period 20 May - 8 July 1992, as shown below : 

(Rs.in crores) 

Bonds sold Face Rates at Consideration received 

by Canfina value which sold (excluding interest) 

91 

931.28 

91.3666 

850.87 

101 

8.50 

104.3500 

8.87 

13% 

5 C 3.79 

89.7386 

452.10 

17% 

263.00 

97.5468 

256.55 

CBMF Units 




Candouble 

54.00 

226.62 

122.37 

Canpremium 

156.00 

139.44 

217.53 

Canst a r 

75.00 

195.88 

146.91 


1991.57 


2055.20 


The securities were purchased by Canara Bank on the express 
understanding that any loss/depreciation in the value of the 
securities suffered by the bank was to the account of Canfina. 
Since the value of these bonds/units has shown significant 
depreciation, Canfina will have to bear the burden of 
depreciation/loss estimated at Rs.181.03 crores for the bonds alone. 

(e) As on 20 July 1992, Canfina held PSU bonds of the face 
value Rs.354.63 crores (Book value Rs.337.71 crores) as shown 
below. Depreciation estimated at Rs.63.67 crores in these bonds 
too will have to be borne by Canfina. 
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Bonds held by Canfina 


(Rs.in crores) 


Face value 


Book Value 


9% bonds 
10% bonds 
13% bonds 
14% bonds 
17% bonds 


118.03 

14.81 

178.24 

38.55 

5.00 


354.63 


107.42 

15.53 

169.37 

40.30 

5.09 


337.71 


3. Short sales of securities 


3.1 Canfina had on a number of occasions, made short sale of 
securities. Such sales had also, often been undertaken when it 
was already holding an oversold position in the relative 
security. During 1991-92, oversold position was observed in 
respect of 29 securities on various days. The following table 
shows the extent and the number of days the security had remained 
oversold. 


Sr. Name of security 
No. 


Oversold Position (Face Value) Total no. 
--- of days 

Minimum Maximum the 

(Rs.) (Rs.) security 

remained 
nversold 


1. Units - 1964 

2. 9% HUDC0 4/3 

3. 9% I RFC 1/4 

4. 9% I RFC 15/1 

5. 9% I RFC 1/7 

6. 13% CIL 15/2 

7. 13% MTNL 18/2 

8. 17% MTNL 10/2 

9. 13% NPC 4/4 

10. 13% NPC 23/2 

11. 9% NTPC 1/1 

12. 91 PFC 27/6 


1,48,200 
7,30,47,000 
3,47,13,000 
6,58,60,000 
1,50,70,000 
9.25,00,000 
4,51,30,000 
30,00,00,000 
82,00,000 
1,74,65,000 
4,75,00,000 
20,000 


5,79,48,200 

59,30,47,000 

66,91,87,000 

1,28,10,00,000 

61,50,70,000 

20 , 00 , 00,000 

50,51,30,000 

1 , 10 , 00 , 00,000 

26,82,00,000 

57,04,65,000 

54,25,00,000 

51,00,00,000 


28 

8 

9 

12 

15 

48 

13 

12 

12 

11 

8 

9 













3.2 The transactions were invariably on buy-back basis and put 
through on the basis of issue of Bankers’ Receipts which were in 
effect not backed by any security, thus violating RBI guidelines. 
This facilitated the company raising resources on clean basis to 
meet its commitments to CIAS clients and to buy back the 
securities sold. 

3.3 As on 20 July 1992, oversold position persisted in nine 
securities to the tune of Rs.127.63 crores (Face Value) as shown 


hereunder : 
Sr. Name of 

II ~ 

security 

Oversold to the 
extent of (Face 
Value) (Rs.) 

Oversold position reversed 

re u • 




Date of 
repurchase 

Amount 

1. 9% 

HUDCO 

A/3 

BONDS 

9,30,47,000.00 

13.8.1992 

8,52,76,940.00 

2. 91 

HUDCO 

19/2 

_ f? _ 

9,000.00 

1.10.1992 

9,142.10 

3. 9% 

NPTC 

10/3 

_ n _ 

18,000.00 

0 

18,207.15 

4. 13* 

MTNL 

18/2 

_ n _ 

51,30,000.00 

13.8.1992 

47,01,041.80 

5. 13* 

NHPC 

1/1 

_ ft _ 

36,00,00,000.00 

e 

30,60,15,398.15 

6. 17* 

MTNL 

10/2 

_ f? _ 

2,40,000.00 

e 

2,49,424.80 

7. 17* 

NPTC 

10/3 

w _ 

11,00,30,000.00 

0 

10,74,45,773.20 

8. 17* 

NTPC 

22/1 

w 

11,18,72,000.00 

13.8.1992 

10,92,70,617.15 

9. 17* 

NTPC 

31/3 

_ rt _ 

59,60,00,000.00 


59,60,00,000.00 

TOTAL 



127,63,46,000.00 

8SS35383SSSISSXtS 


120,89,86,544.35 

3883333333833333 


§ - Delivery outs 


tending 










3.4 In respect of securities mentioned at Sr.Nos.1 to 4, 6 and 
8, the oversold pc ition arose when the company sold securities 


to its parent bank. In respect of securities at 5 and 7 the 
oversold position was due to the sales effected to CBMF. These 
transactions were apparently undertaken with the intention to 
raise money to meet its commitments to its CIAS clients. 

3.5 The manner in which Canfina continuously oversold the 
securities can be illustrated by the following summary of 
transactions in 1 31 NHPC bonds (item 5 above). 


Pate 

Counterparty 

Purchase 

Sal e 

Balance 
(oversold) 



(Rs. ) 

(Rs. ) 


6.5.92 

Opening balance 


28,99,25,000 

11.5.92, 

CBMF 


70,00,00,000 

(41,00,75,000) 

13.5.92 

Bank of 

America(BoA) 

18,00,00,000 


(23,00,75,000) 

15.5.92 

BoA 

23,00,00,000 

- 

(75,000) 

21.5.92 

Canara Bank 


40,00,00,000 

(40,00,75,000) 

2.6.92 

CBMF 

6,00,00,000 


(34,00,75,000) 

4.6.92 

CBMF 

2,00,00,000 


(32,00,75,000) 

6.6.92 

Canara Bank 


19,99,25,000 

(52,00,00,000) 

8.6.92 

CBMF 

1,00,00,000 


(51,00,00,000) 

10.6.92 

CBMF 

10,00,00,000 


(41,00,00,000) 

8.7.92 

Canra Bank 

40,00,00,000 


(1,00,00,000) 

9.7.92 

Peerless 
General 

F i n a n c e X 

Investment 

Co . Ltd. 


40,00,00,000 

(41,00,00,000) 

20.7.92 

Canf i na *s 

Investment 

Account 

5,00,00,000 


(36,00,00,000) 


Even though these bonds had been oversold to Peerless 
General Finance and Investment Company Ltd. (PGFIC), it appears 
delivery was made to PGFIC out of Canara Bank stocks and the 
oversold’ position is being reflected in Canfina as bonds 
remaining to be delivered to Canara Bank. 
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3.6 The outstanding commitment to Stan'hart '"item No.9 above) 
arose out of a sale on 3 April 1992 ior which Canfina’s New Delhi 
Office issued two separate unnumbered BRs for Rs.53.04 crores and 
Rs.1.56 crores respectively against cheques for these amounts 
received from Stanchart. These amounts were treated by Canfina 
as monies received under CIAS to be returned in the first week of 
July 1992. The sale of securities was not recorded in the books 
and entries for the sale were passed only as of 20 July 1992 as 
of which date a special account of PMS and CIAS schemes was 
prepared. 

4. Funding transactions 


4.1 3etween 1 April 1991 and 20 July 1991, Canfina made 13 
payments aggregating to Rs.134.75 crores presumably for the 
purchase of 14* Non-Convertible Debentures (NCDs). In respect of 
these presumed purchases 

(a) there is no indication of the name of the company 
which issued the debentures; 

(b) there are no deal slips, contract notes or cost 
memos; 

(c) the transaction list gives no details of securities 
or BRs received; 

(d) there are only notings in the dealer’s pad and 
physicals register in some cases suggesting that these 
were treated as "ready-forward" transactions and 
specifying the date on which the transaction had to be 
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reversed. 

There is therefore no evidence to show, that these transactions 
were infact supported by under-lying securities. 

4.2 In respect of six of these transactions, the payments were 
directly made to brokers through Canara Bank. The details of 


these payments 

are as under 

• 

• 


Sr. Date of 

No. remittance 
by Canfina 

Amount 
(Rs. in 
c rores) 

Name of the broker 
to whom paid 

Canara Bank 
branch on which 
Inter Branch 
Advice (IBA) 
was drawn 

1. 16.8.1991 

1.00 

Rehlan & Co. 

Janpath, New 
Delhi. 

2. 4.12.1991 

0.35 

-do- 

-do - 

3. 28.1.1992 

4.90 

V. B . Desai/ 

Andhra Bank 

F 4 I Division 
Bombay 

4. 28.1.1992 

24.33 

DBF/Asit C. Mehta 

-do- 

5. 11.2.1992 

25.00 

Ashwin Mehta 

-do- 

6. 9.4.1992 

25.00 

S.6. Mantri 

B.S.Marg,Bombay 


80.58 




4.3 In respect of the balance seven of these transactions, the 
payments were made to Canara Bank presumably for the account of 
CBMF and in turn payments were made in five cases to brokers and 
in one case to a finance company. One payment is in dispute. 
The details of these payments are as under i 
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Sr. Date of 

No. remittance 
by Canfina 

Amount 
(Rs . in 
crores) 

Name of broker 
to whom pa ; d 

Canara Bank branch 
on which IBA was 
drawn 

1. 2.5.1991 

17 . a 7 

Shrikant Mantri 

Tamarind Lane Br. 

2. 19.9.1991 

7.0C 

C3MF 

-do- 

3. 23.8.1991 

1.00 

Shrewd Finance & 

-do- 



Investment Pvt.Ltd 

* 

• 

4. 22.10.1991 

12.00 

Shrenik Jhaveri 

-do- 

5. 16.1.1992 

5.00 

HPD 

-do- 

6. 7.2.1992 

5.00 

Manubhai Maneklal 

-do- 

7. 11.2.1992 

7.00 

-do- 

-do- 


54.17 




* In Canfina’s books, the security is shown as 
purchased from Powmex Steels Ltd. 

A.A That CBMF was used as a "routing" agency is clear from the 
fact that (a) in CBMF books the amounts received from Canfina 
were credited to Sundry Creditors account and the payment to the 
brokers debited to the same account, (b) there are no sales 
contracts available with CBMF and (c) from letter dated 9 
September 1992 written by CBMF to Canara Bank which reads as 
under : - 

"We note from our records, there were few remittances 
received by Mutual Fund from Canfina for making payment 
to various brokers. However, it is seen that there is 
no other transactions for Canbank Mutual Fund to 
receive such remittances other than to make payment to 
brokers. We have furnished in the enclosure the 
particulars of such transactions. We would like you to 
impress upon Canfina not to make such remittances in 
future which are not backed by any valid transaction 
between Canbank Mutual Fund ajid Canfina." 







4.5 Thus 

, under these 13 transactions, 

Canf i na 

has 

made 

available 

PMS 

funds 

aggregating to Rs.134.75 

crores 

mainly 

to 

brokers 

under 

what 

appear to be clean loans 

g i ven 

under 

the 


facade of "ready-forward" transactions. 

5. Funding of M/s.V.B. Desai 
under Ready Forward Deals 


5.1 Canfina entered into three Ready Forward Purchase deals 
with/through broker M/s.V.B. Desai as per details given below s 


Date of 

T ransact- 
i on 

Security 

Quantity 
(c ro re) 

Rate 
(Rs.) 

Amount 
paid(Rs. 
in crs.) 

Ready Forward 
r e . j r s a 1 
period 

25.9.1990 

Canstar 

1.00 

g 10 

10.00 

15 days 

11.9.1990 

Canshare 

0.0685 

0 25 

1.7125 

- 

9.4.1992 

Cant ripie 

1.00 

@ 18.467 

18.467 



The first two transactions were directly taken up with M/s. V.B. 
Desai as counterparty. The third transaction was with Standard 
Chartered Bank (Stanchart) with M/s.V.B. Desai as broker. 


5.2 In respect of the first two transactions, Canfina paid 
M/s.V.B. Desai Rs.11.7125 crores against lodgement of Canstar and 
Canshare units. Against the third transaction, it paid R s . 18.4 6 7 
crores to Stanchart which issued its BR. 

5.3 Though the third transaction with Stanchart was recorded by 
Canfina gRs.18.467, it appears that in the books of Stanchart, 
the transaction is shown as a sale to Canfina §Rs.15.21 per unit. 
Canfina has made payment to Stanchart of Rs.15.21 crores 
8Rs.15.2-l per unit and the balance of Rs.3.257 crores has been 
adjusted against amounts due from Grindlays (broker M/s.V.B. 
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Desai) against a sale of 131 NTPC Bonds of Face Value Rs.3.50 
crores 8Rs.93.05714. In effect, therefore, M/s.V.B. Desai have 
been credited with a profit of Rs.3.257 crores. The broker’s 
note from M/s.V.B. Desai and the sales memo from Stanchart are 
not available with Canfina. 

5.4 Though Canfina held, under the first two transactions, the 
units along with blank transfer forms, it did not lodge the same 
for transfer and presumably the dividend/bonus shares on these 
units were availed of by the broker M/s.V.B. Desai. For the 
third transaction, no delivery has been effected and the BR is 
still outstanding. 

5.5 According to Canfina, all the transactions were "ready 
forward" transactions with M/s.V.B, Desai at an expected yield of 
251 p.a. for which reversal was not made by M/s.V.B. Desai. It 
therefore issued legal notice to M/s.V.B. Desai on 2 September 
1992 demanding Rs.38.89 crores which represent the aggregate 
payment of Rs.30.1795 crores together with interest upto 24 
August 1992 at a rate of 251 p.a. compounded at quarterly rests. 
Following this, M/s.V.B. Desai bought back 2.20 lakh Canshares at 
a total value of Rs.91.35 lakhs. The balance is still to be 
recovered. 

6. Ready Forward Transactions with C.Mackertich 

6.1 On 20 April 1992, Canfina is shown to have bought 2.5 crore 
Git Rise I units 8Rs.20 per unit from American Express Ban(< 
(AMEX) through brokers Stewart & Co. on RF basis. A contract 
note relating to the transaction from C.Mackertich (and not 
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Stewart & Co.) is on record. The note, however, indicates the 
securities purchased as SIC Rise II and not SIC Rise I. The cost 
eeno No.Bill No.Sec/92/3 dated 20 April 1992 from C.Mackertich 
had advised the company to credit the proceeds of Rs.50 crores to 
their account maintained with AMEX after adjusting the sale 
proceeds of certain shares purchased by the firm from the company 
on 12 and 13 February 1992. The company issued a banker's cheque 
for an amount of Rs.28.86 crores on 20 April 1992 in favour of 
AMEX for credit to the account of the broker. Thus the dealing 
officials were aware that the name of the counterparty indicated 
in the dealer's pad as AMEX and the security indicated as 
purchased on 20 April 1992 as SIC Rise I were incorrect. 

6.2 The nature of transaction (ready forward) reversible on 18 
May 1992 at Rs.20.40 is also not substantiated as there is no 
contract note from C.Mackertich for fulfilling the reversal 
buyback commitment on a later date. As per the dealer's pad the 
transaction was reversed on 18 May 1992 though on 20 April 1992, 
the column RF/RFR in the dealer's pad was completely struck off 
in ink without any authentication. However, the dealer's pad 
shows the security as 6IC Rise. As per this, 2.5 crore 'SIC 
Rise' units were sold to Dhyan Investments and Trading Co. Ltd., 
on an outright basis f Rs.16 per unit as against the expected 
reversal rate of Rs.20.40 per unit (i.e. with 26.lt return). 
Cantina received a banker's cheque dated 18 May 1992 for Rs.40 
crores from Syndicate Bank. In the process Canfina suffered a 
loss of Rs.10 crores in respect of its holding rate and a 
shortfall of Rs.ll crores as compared to the expected reversal 
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rate. This shortfall was .tot recognised in the accounts on 18 
Hay 1992. Canfina debited this amount in its accounts under the 
head "Amount Receivable from Other Banks” (AROB) belatedly on 18 
July 1992. 

6.3 C.Mackertich remitted to the company a part amount of 
R s . 4 . 4 0 crores by means of two pay orders of Rs.1.20 crores dated 
6 August 1992 and Rs.3.20 crores dated 8 August 1992 issued by 
AMEX. The balance of R .6.60 crores is pending settlement due 
to a short delivery by Canfina of 3,34,350 shares of Reliance 
Industries Ltd. to the broker in respect of the shares purchased 
by him from Canfina on 12 and 13 February 1992, the payment in 
respect of which was adjusted as mentioned in paragraph 6.1 
above. 

7. Transactions with D.K.Audikesavulu Group 


7.1 Canfina made the following payments to the companies 
belonging to the group of D.K. Audikesavulu, Bangalore and 
recorded the same as purchases of the following securities. 


Date of 
purchase 

Name of the 
counterparty 

Nature of 
security 

(Rs 

Face 

Value 

.in crores) 

Total purchase 
price 

16.4.1992 

Karnataka Breweries 
and Distilleries Ltd. 

Canshare 

28,55,300 

2.00 

5.00 

2.2.1990 

Mysore Food Products 

Ltd . 

Canstock 

22,580 

Canstar 

6,60,000 

0.2258 

1.00 

2.2.1990 

Saptagiri Distilleries 
Ltd. 

Caneigo 
8,800 

0.88 

0.22 

6.22 


There are no documents for these transactions. 
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7.2 According to the note dated 12 October 1992 placed before 
the Board of Canfina on 15 October 1992 : - 

(a) Though the payments are recorded as purchases in 
Canfina’s books, Shri D.K. Audikesavulu has insisted 
that there was no purchase of shares but it was only a 
loan given by Canfina. 

(b) The Canshares were with C8MF and had been delivered 
by CBMF to Canfina only recently. The shares were 
mostly third party shares without transfer deeds. 

(c) The Canstocks were with CBMF and had not been 
received by Canfina. The Canstars were with Canfina. 

(d) The Cancigo stands in the name of Saptagiri 
Distilleries Ltd. and is not a transferable instrument. 

(e) The payments made to the Group were reportedly in 
the nature of a bridge loan given to the Group against 
NCD issue to be made by Karnataka Breweries and 

Distilleries Ltd. which was to be placed with CBMF. 

7.3 The amount still remains outstanding and Canfina does not 

have transfer forms in respect of most of the securities. 

8. Transactions in Cantriple Units 


8.1 Subscription under Cantriple scheme launched by CBMF was 
officially closed for public on 7 December 1991. The total 
collection amounted to Rs.346.29 crores. 
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8.2 Evan after the scheme officially closed, Canfina itself made 
three remittances, namely, Rs.42 crores on 9 December 1991, Rs.58 
crores on 10 December 1991 and Rs.50 crores on 24 December 1991. 
These remittances aggregating Rs.150 crores are part of the total 
collections of Rs.346.29 crores. Out of the Rs.150 crores; an 
amount of Rs.50 crores was on its own account, Rs.75 crores were 
on account of Indian Railway Finance Corporation Ltd. (IRFC) and 
Rs.25 crores were on account of P6FIC. Thus the original issue 
of Cantriple was boosted to the extent of almost 44% by funds 
from Canfina provided after the issue closed. 

8.3 (a) Citibank had subscribed to the scheme to the extent of 
Rs.100 crores and out of this, Canfina purchased Cantriple of 
face value Rs.36.50 crores from Citibank through broker HPD on 20 
December 1991 (i.e. within 13 days of the close of the issue). 
According to Canfina this was a loan given to HPD on a "ready- 
forward" basis, which was reversed to the extent of Rs.25 crores 
on 10 March 1992, Rs.3 crores on 30 March 1992, Rs.8 crores on 31 
March 1992 and Rs.0.50 crore on 7 April 1992. Curiously all 
these reversals have been made at a uniform rate of Rs.ll per. 
unit. 

(b) On 10 April 1992, HPD sold Cantriple units of face value 
Rs.8 crores to Stanchart §Rs.20 per unit through Andhra Bank thus 
making a profit of Rs.7.20 crores on this lot alone (Reference is 
invited to paragraph 7(b) of Chapter on Stanchart). 

8.4 (a) Between 31 March 1992 and 15 May 1992, Canfina made 
further bulk purchases of Cantriple units as under: 



Sr. 

No. 

Oate of 
purchase 

Counterparty 

Face Value 
(Rs . in 
crores) 

Rate 

(Rs.) 

Remarks 

1 . 

09.04.1992 

Stanchart/V.B . 

Desa i 

10.00 

18.467 

Refer paragraph 

5 above. 

2. 

27.04.1992 

C.Mackertich 

10.00 

50.00 

Refer paragraph 
(b) below. 

3. 

07.05.1992 

Grindlays 

5.00 

33.00 

Outright purchase 

4. 

11.05.1992 

Hongkong Bank/RR 

10.00 

15.705 

Outright purchase 

5. 

15.05.1992 

Rahul & Co. 

5.00 

22.40 



(b) It will be noticed that the rates at which these 
purchases were made ranged from a low of Rs.15.705 per unit at 
which purchase was made from Hongkong Bank to a high of Rs.50 per 
unit at which purchase was made from broker C.Mackertich. No 
explanation has been provided for this wide difference in rates. 

8.5 As a result of the above purchases, Canfina field as on 20 
July 1992, Cantriple units of the face value Rs.88.84 crores 
(i.e.25.71 of the total subscription to Cantriple). 


9. Transaction in shares 


9.1 Canfina 

commenced purchase and 

sale of 

equity shares 

i n the 

market from 

Jul y 

1991 on 

its own account. 

In February 

1992 it 

commenced investing in shares on behalf of 

one of its PMS 

clients 

viz.,IRFC. 

The 

business 

turnover 

up to 

20 July 1992 

was as 

under s 









Company’s own 
Investment 

PMS 

(Rs. in crores) 
(IRFC) Total 



No. 

Amount 

No. 

Amount No. 

Amount 

Purchases 

Sales 


212 

156 

246.99 

267.72 

63 

35 

268.82 275 

122.94 191 

515.81 

390.66 

Total 


368 

514.71 

98 

391.76 466 

306.47 
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9.2 The guidelines approved by the company’s Board delegated 
powers to the extent of Rs.75 lakhs per transaction to the Chief 
Dealer. The Executive Director was authorised to operate within 
a limit of Rs.l crore on his own and of Rs.2 crores jointly with 
one Executive Vice President/Senior Vice President. All 
transactions were to be entered with the intention of taking/ 
giving delivery of contracted shares. The upper limit for 
investment in a company's shares was limited to 1% of the paid up 
capital of the company at its nominal value. The exposure limit 
for shares as a whole was fixed at Rs.6 crores. Strict 
monitoring of the dealings was to be done at the Registered 
Office. In general, the above guidelines were not observed. The 
Chief Dealer exceeded his per transaction powers in 57.21 of the 
purchases made on Canfina's own investment account and in 87.91 
of the purchases made an account of PMS client. The Executive 
Director had no occasion to exercise his powers. In fact, there 
is no evidence to show that he was involved in the process. 
Board's ratification for exceeding the delegated powers in 

respect of purchases made for the PMS client was not obtained. 

9.3 The Company did not maintain under PMS share investment 

account uptodate record of broker-wise purchases and sales, 
scrips position, contract notes register, scrips movement 
register, etc. and did not keep a close watch on share delivery 
to/receivable from, brokers periodically. Several transactions 
put through on Canfina's account were not entereu in the Chief 
Dealer’s Sauda book. PMS funds were released to the brokers 
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b.sfore receipt of contract notes. In respect of several sales 
transactions, the proceeds were received after much delay. The 
company did not ensure balancing of the physical holdings with 
its books from time to time. 

9.4 In 25 out of 63 purchase transactions on the PMS account, 
the relative purchase price aggregating Rs.101.23 crores (37.7% 
of the total amount) was released to the brokers without 
obtaining/ensuring receipt of contract notes. In 38 out of 212 
purchase transactions on Company’s account, an amount of Rs.57.41 
crores (23.2%) was released to brokers without contract notes. 
There is no indication that the contract notes in respect of the 
above transactions were received subsequently. 

9.5 The company did not maintain proper records of the sales and 
purchase transactions in shares undertaken by it on account of 
the PMS client. There was also no regular system of monitoring 
the receipt of scrips in respect of purchases and receipt of sale 
proceeds in the respect of the sales. In the case of several 
purchases, the delivery of the shares was made by the brokers 
much after the purchase consideration was released by the 
company. Similarly, in respect of sales, the sales proceeds were 
received after much delay. As a result of lack of appropriate 
follow-up the company is saddled with significant amount of 
problem exposure. 

9.6 As per the provisional statement compiled, the dues of the 
brokers to Canfina under its share deals as at the end of October 
1992 were as under : 
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(Rs.in crores) 


Name of the broker 

Company’s 
Investment A/c. 

PMS 

Account 

Total 

Pallav Sheth 

- 

73.07 

73.07 

Hiten P. Dalai 

19.70 

7.38 

27.08 

N.K. Aggarwala 

4.10 

- 

4.10 

Ashwin Mehta 

- 

2.90 

2.90 

Prasad & Co. 

0.38 

- 

0.38 

Jayantilal Khandwala 

0.71 

- 

0.71 

S.S. Dalmia 

0.63 

- 

0.63 


25.52 

83.35 

108.87 

x = a s s r 


9.7 Canfina was holding shares of the value of Rs.11.93 crores 
standing in the names of notified persons. 

9.8 The broker-wise position is detailed in the following 
paragraphs. 

(i) Pal 1av Sheth 


(a) Pallav Sheth was the most favoured broker in Canfina's 
share transactions undertaken on behalf of the PMS client. The 
following table gives the position of deals undertaken with the 
broker, part delivery/non-delivery of shares and the net amount 
recoverable by the company from the broker. 
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Share transactions with Pallav Sheth 


Sr. Date of Amount Particulars of Delivered 
No. release relea- shares to be in full 


(Rs.in crores) 


Delivered Not delivered 
in part 


of funds 

sed 

purchased 

No. 

Value 

No. 

Value 

No. 

Value 

1. 10.3.92 

22.50 

500000 Tisco 

- 

- 

180900 

8.14 

319100 

14.36 

2. 2.4.92 

12.75 

85000 Nahar 
Spinning 

85000 

12.75 

- 

- 

- 

- 

3. 2.4.92 

2.10 

15000 Castrol 

15000 

2.10 

- 

- 

- 

- 

4. 6.4.92 

7.50 

100000 ITC 


7.50 

- 

- 

- 

- 

5. 8.4.92 

25.00 

40000 ACC 

• 

- 

- 

“ 

40000 

25.00 

6. 16.4.92 

5.00 

125000 EIL 


- 

- 


125000 

5.00 

7. 3.6.92 

20.00 

N.A. 

- 

- 

- 

- 

- 

20.00 

8. 3.6.92 

42.90 

1500000 RIL 

- 

- 

1000000 

28.60 

500000 

14.32 

9. 7.7.92 

0.02 

Tax deducted 








at source 
borne by 
Canfina. 


137.77 


22.35 


36.74 


78.68 
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(b) As regards transaction listed at item (2) above, 
delivery of the relative shares was taken by C8MF which not only 
sent these shares for transfer in its name but also remitted an 
amount of Rs.1.85 crores towards application money for the rights 
shares issued by the company. Canfina is expecting to collect 
from CBMF, relative shares as also right entitlements. 

(c) In respect of the transaction listed above at item (4), 
an amount of Rs.7.50 crores was paid to the broker on the 6 April 
1992 for the purchase of one lakh ITC shares at Rs.750 per share 
for which there was no contract note from the broker. There was 
also no entry in the Sauda book maintained by the dealer. The 
records show t hi a t these shares were sold through C.Mackertich 
five days later at the same rate of Rs.750 and payment was 
received from C.Mackertich. Thus, an amount of Rs.7.50 crores 
given to Pallav Sheth on 6 April 1992 was received back on 11 
April 1992. There was no loss or gain to the company. The 
transaction is in the nature of interest free accommodation of 
Rs.7.50 crores for the period 6 April to 10 April 1992. 

(d} As regards item (7) i.e. the release of Rs.20.00 crores 
on 3 June 1992, no records are available to indicate the 
particulars of the shares for the purchase of which this amount 
has been released. 

(e) Although the broker had not delivered or only part 
delivered shares in respect of the purchases made by the company 
in March/April 1992, it agreed to adjust on 3 June 1992 an amount 
of Rs.62,90 crores from the receivables/sales transaction 
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proceeds of Rs.69.60 crores due from the broker. It is not clear 
why the company entered into these transactions. 

(f) The total dues of the broker to the company was Rs.78.68 
croies. While the broker was yet to deliver the contracted 
shares as indicated in the table above, he had subsequently 
delivered other shares worth Rs.5.61 crores for which there were 
no entries in the Sauda book. The company accepted the shares 
and adjusted the relative value of Rs.5.61 crores against his 
dues of Rs.78.68 crores, reducing the net exposure to Rs.73.07 
crores as at the end of October 1992. 

(g) The shares shown as delivered in the table above include 
shares of the approximate value of Rs.7.22 crores which stand in 
the names of notified persons. The broker had in June 1992 
tendered listed/unlisted shares of the aggregate value/estimated 
value of Rs.13.98 crores which included shares unacceptable to 
the company. He also gave the company five post-dated cheques 
for an aggregate amount of Rs.62 crores, in addition to 
submitting title deeds of certain immovable properties. In 
August 1992, Canfina issued a legal notice to the broker calling 
upon him to pay the dues with interest at 241 p.a. The broker 
then withdrew the settlement proposal and also issued stop 
notices to the bank on which the cheques for Rs.62 crores were 
drawn. 


(ii) Hiten P. Dalai 

(a) Canfina entered into 26 transactions with broker HPD 
for purchase/sale of shares valued at Rs.109.85 crores during the 
period September 1991 to April 1992. Business of Rs.94.74 crore 
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was on account of Canfina’s own investment and of Rs.15.11 crore 
was on account of PMS client. HPD did not deliver in full or 
part certain shares for which purchase consideration had been 
released to him. He did not pay in full in respect of shares 
which he had taken delivery of. He also gave partial delivery of 
partly paid BSES debentures to other brokers on Canfina’s account 
where Canfina was forced to adjust/reconc i 1e the accounts of 
these brokers. HPD's dues to Canfina at the end of October 1992 
were Rs.13.68 crores on account of Canfina’s own investment and 
Rs.7.38 crores on account of PMS client. Details of the 
share/debenture deals are detailed in subsequent paragraphs. 

(b) HPD was paid Rs.9 crores on 2 April 1992 on PMS account 
to purchase 2 lakh TISCO shares § Rs.450 per share. Neither the 
contract note nor the shares were delivered byhim. Against the 
payment of Rs.9.00 crores an amount of Rs.1.62 crores shown as 
payable to him under the head "Amount Payable to other Banks" 
(APOB) has been adjusted. Details as to how this amount became 
payable to him were not available. The net amount due from HPD 
after adjusting Rs.1.62 crores has been shown as Rs.7.38 crores 
in the company’s books. 

(c) On 12, 13 and 14 February 1992 the company on its own 
investment account entered into three transactions with the 
broker for purchase of 30 lakh RIL shares for Rs.42 crores. On 
12 and 14 February 1992 a sum of Rs.14 crores and Rs.28 crores 
respectively was paid to CBMF on broker’s oral request. The 
company also simultaneously sold the shares on the same three 
days to various other brokers. HPD was to deliver the shares 
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purchased by the company to these brokers for fulfilment of the 
company’s sale contracts. Or. the 31 March 1992, the company 
reversed the entries relating to the payment of Rs.42 crores in 
the account of C8MF and debited the amount in HPD’s account. The 
company could not explain why the payment entries were initially 
made in the name of CBMF. The company did not monitor the 
delivery of shares to the brokers by HPD. In October 1992 it 
came to the notice of the company that out of 30 lakh shares sold 
by it, HPD was yet to make delivery of 8,80,100 shares. On this 
account, the company is to receive an amount of Rs.12.32 crores 
from the broker. 

(d) Against deliveries of shares given to HPD by other 
brokers on Canfina's account, dues of HPD to Canfina were as 
under (as reported to the Board of Canfina on 15 October 1992). 

(Rs.in crores) 



Contract Date 

Scrip 

Quantity 

Rate 

Amount 

i) 

26.8.1991 

Tata Power 

10,000 

2275 

2.28 

ii) 

13.9.1991 

Baroda Rayon 

10,000 

900 

0.90 

i i i) 

8.11.1991 

Bombay Dyeing 

60,000 

395 

2.37 

iv) 

8.11.1991 

Bombay Dyeing 

16,000 

395 

0.63 

v) 

10.1.1992 

BSES 75000 





Less 

s Delivery 61490 

13,510 

550 

0.74 


Calls in arrears/interest paid 
by the buyers of partly paid 

BSES debentures delivered by HPD 



0.46 




Total 


7.38 
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(e) The total dues of HPO to Canfina as at the end of 


October 1992 were : 


(Rs. in crores) 


PMS Account 

7.38 

Company's 

Account 

12.32 

[Paragraph 

(c) above] 


Company’s 

Account 

7.38 

[Paragraph 

(d) above] 

27.08 


(f) Canfina had in its possession undernoted shares without 
transfer deeds received from HPD on 20 February 1992. 


(Rs. in crores) 


Scrips 

Quantity 

Rate as on 
20.2.1992 
(Rs.) 

Amount 

Holders 

i) SCICI 

5,00,000 

62.50 

3.12 

Canara Bank 

ii) 61axo 

20,000 

213.75 

0.43 

Canara Bank 

iii)Protchem Ind. 

1,16,400 

JPo.oo 

0.47 

H.P. Dalai 

iv) Chubb Diamonds 

4,50,000 

31.00 

1.39 

Naresh Mehra 


5.41 


(g) In December 1991, Canfina purchased 2 lakh Telco shares 
through HPD. However, the amount of Rs.5.55 crores was not paid 
to HPD. Subsequently, these shares were sold through Harshad S. 
Mehta (HSM) and the proceeds were received by Canfina. Canfina 
does not have any documentary proof to show that HPD delivered 
the shares to HSM. Since it has received the sale proceeds, 
Canfina considers that the shares were delivered by HPD to HSM. 
There was no claim to the contrary from HSM. 
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(h) The total amount thus payable to HPD is estimated as 
under s 

(Rs.in crores) 

Paragraph (f) (iii) above 0.47 

Paragraph (g) above 5.55 

Total 6.02 

(i) The position of net dues of HPD to Canfina on account of 
its share transactions under Canfina*s own account and PMS 
account is, therefore, as under : 

(Rs. in crores) 


As 

per 

paragraph 

(e) 

above 

27.08 

As 

per 

paragraph 

(h) 

above 

6.02 

Net 

dues from HPD 



21.06 


iii) Naresh K. Aggarwala 

During the period January to April 1992, Canfina entered 
into 4 purchase and 6 sale transactions in shares of the 
aggregate value of Rs.4.16 crores and Rs.8.77 crores respectively 
with NKA. In respect of these deals, a net amount of Rs.4.10 
crores is due from NKA. NKA has not disputed the deals listed 
above, He has, however, linked settlement of his dues to Canfina 
with (a) the latter's non-fulfilling its sale c. mm it ment of 5 
lakh shares of SAIL (PSU) to him, (b, non delivery of one lakh 
RIL shares by HPD, and (c) non-adjustment by company of the price 
difference on his forward sale of 2 crore Units to the company 
due for delivery on 31 July 1992. As regards item (a) above, the 
company's bid valued at Rs.13.04 crores for purchase of shares of 


92 






PSUs which included 9,00,000 shares of SAIL (face value Rs.10 
each) was accepted by Ministry of Industry on 26 February 1992. 
Out of this, Canfina contracted to sell 5,00,000 shares to broker 
NKA @Rs.51 on 27 February 1992. The broker note was unstamped. 
The basis of striking the deal at Rs.51 on 27 February 1992 i.e., 
on the date of payment itself was not clear as shares were 
neither listed nor quotations from others were on record. The 
company subsequently rescinded the contract. On the two other 
issues, Canfina maintains that delivery of RIL shares to him by 
HPD was complete and that the forward Units deal was an 
independent "strip" transaction taken up by Canfina with Punjab 
National Bank earlier on 5 May 1992. Since the broker failed to 
deliver the Units covered under the Forward Deal, Canfina advised 
him that it was not interested in sorting out his transactions in 
Units with Punjab National Bank. Canfina was contemplating legal 
steps to recover the dues. The company holds 100 shares of Ruchi 
Soya Industries standing in the names of notified persons for 
which it has not made payment to NKA. 

iv) S.G. Mantri 

(a) Broker S.G. Mantri did business of Rs.12.61 crores with 
Canfina in 15 share deals. Of these, in 11 transactions (Rs.8.88 
crores) under Canfina’s investment account (all purchases), he 
did not submit contract notes. Canfina delivered for sale 10,000 
shares of Castrol @ Rs.900/- to the above broker on 3 March 1992. 
Canfina did not receive the sale proceeds from him. 




(b) The broker was also paid an amount of Rs.25 crore on 9 
April 1992 for which full details were not available in the 
dealer’s memo. In the physical register, the amount of Rs.25 
crores was recorded as for purchase of 14% NCD against the 
additional security of 6,73,250 shares of the promoters of Jindal 
Iron Ltd. Thus as on 9 April 1992, amount due from him was 
Rs.25.90 crores. (The transaction of Rs.25 crores has been 
mentioned in paragraph 4). 

(c) In order to facilitate return of the above shares to the 
promoters, the broker arranged for payment of Rs.14 crore in June 
1992 on three different dates and Rs.2 crores on 29 July 1992. 
He also tendered 35.85 lakhs Cantripie units I? R s . 3 0 each with 
transfer deeds and a cheque of Rs.l crore on Canara bank on 6 
August 1992. Following these payments. Can fina returned the 
shares and settled the account with 30% return to it. For both 
the deals there does not appear any entry in the Sauda book nor 
are contract notes on record. The absence of record and 
supporting documents and the manner of repayment/settlement 
proposal clearly indicate Cantina’s role as provider of funds to 
the broker and its slackness in collecting the proceeds from him. 
Canfina merely held in its custody the shares of the promoters of 
Jindal Iron Ltd. and did not ascertain who was the ultimate 
beneficiary of the funds. The manner of settlement indicates the 
possibility that the promoters of Jindal Iron Ltd. may have been 
the ultimate beneficiaries on clean basis through the services of 
S.G. Man t ri. 

(d) The broker has delivered to Canfina shares of Bombay 
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Dyeing (18350 - Rs.70.83 lakh) and Sterlite Industries (10,000 
Rs.43 lakhs) standing in the names of notified persons. 

(v) Ashwin Mehta 

(a) Ashwin Mehta did total business of Rs.9.11 crores with 
Canfina under its share transactions. On 3 March 1992, Canfina 
arranged for sale of 10 lakh Reliance Petro Ltd. shares @Rs.29 
through him. Till date, he has not remitted the proceeds of 
Rs.2.90 crores. 

(b) Canfina also released to him on 11 February 1992 an 
amount of Rs.25 crores for purchase of unspecified 141 NCD. In 
this deal, Canfina did not receive any contract note from the 
broker but had on record a letter dated 11 February 1992 (wherein 
date of receipt is not recorded) seeking the release of an amount 
of Rs.25 crores towards funding of debentures of L & T, and J & H 
series of debentures of RIL stating that the securities were 
ready for delivery. The amount released to the broker was in the 
nature of clean funding since the transaction recorded in the 
book did not materialise. This transaction is mentioned at 
paragraph 4. 

(c) Under these two deals, PMS funds to the extent of 
Rs.27.90 crores are outstanding. Ashwin Mehta being a notified 
person, Canfina has a serious problem exposure to the extent of 
Rs.27.90 crores. 

(vi) Manubhai Maneklal 

(a) Canfina did business worth Rs.39.39 crores with Manubhai 
Maneklal (MM) under 17 share deals. 

(b) In February 1992, under various deals Rs.10.62 crores 





were due from MM. Against this, Rs.11.59 crores were received 
from MM by five separate payments. There was thus an excess 
payment by MM of Rs.0.97 crore but on 31 March 1992, Canfina 
refunded Rs.1.50 crores to MM. 

(c) On 8 April 1992, Canfina paid Rs.20 crores to MM on PMS 
client account as a result of which, taking into account the 
excess payment of Rs.0.53 crore on 31 March 1992, the total PMS 
funds with the broker aggregated to Rs.20.53 crores. There were 
no contracts/securities supporting this outstanding. Against 
this, MM repaid Rs.6.50 crores on 28 May 1992, Rs.1.70 crores in 
June 1992, Rs.1.66 crores in August 1992 and Rs.l crore on 3 
September 1992. Towards the balance together with interest @241 
p.a.. Mm tendered in July and August 1992 shares of the value of 
Rs.11.21 crores. The account is under reconciliation. 

10. Transactions in Cancigo Units 

10.1 Cancigo is a redeemable non-debt security issued by CBMF. 
It is a condition of its issue that transfer of Cancigo holding 
from one person to another is not permitted. Yet from 1 April 
1991 to 31 May 1992 Canfina put through 6 purchase deals valued 
at Rs.55.60 crores and 5 sale deals valued at Rs.22.60 crores 
with different parties including brokers on different dates on 
ready forward basis. The company purchased and sold this 
security internally from/to the PMS/CIAS clients accounts to the 
tune of Rs.186.70 crores and Rs.153.40 crores respectively 
between 1 April 1991 and 31 May 1992. One set of transactions is 
discussed below. 
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10.2 On 6 

Februa.y 

1992 , 

Canfina purchased 

two 

Caneigo 

certificates 

of face value of 

Rs. 33 

crores from HPD 

at par 

• 

From 

the purchas 

e price of 

Rs. 33 

crores 

payable in respect 

of 

ihe 

transaction 

an amount 

Rs.25. 

02 crores receivable 

from 

HPD 

i n 

respect of 

two sale 

transact ions 

with Citibank 

concluded 

on 

6 February 1992 and 20 

Janaur y 

1992 

where Canfina was to 

receive 

differential 

amount of Rs.22 

.95 crores and Rs.2.07 

c rores 

was 


adjusted. The balance amount of Rs.7.98 crores was paid by a 
bankers’ cheque dated 11th February 1992 and the relative amount 
was credited to his account with Andhra Bank. These two 
transactions find place in the Committee’s second Report 
[Paragraphs VIII.4.d (i) and (iii)]. Although in the first 
transaction concluded on 6 February 1992 the counterparty and 
broker were Citibank and HPD as per the Company’s records, the 
sale proceeds were received partly from C.Mackertich through AMEX 
(Rs.59.93 crores) and balance of Rs.22.95 crores from HPD by way 
of adjustment. On the observation of the Committee regarding 
different broker/counterparty to the transaction of 6 February 
1992, Canfina has explained that the prices of debentures/bonds 
mentioned in the deal bought oy it on ready forward basis from 
HPD depreciated heavily in the market, following the removal of 
coupon rate cap on PSU bonds/oebentures by the Government. Since 
HPD was not in a position to lift the deliveries at the 
contracted RF reversal rate, Canfina sold these securities to 
C.Mackertich at the prevailing market rates with the concurrence 
of HPD and recovered the difference between RF rates and market 
rates from HPD. Although entries in the books were made as 
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sale memoranda addressed to Citibank indicated the sale rates of 
different scrips at the lower rates (not at the contracted RF 
reversal rates). As against this, in the company's physical 
register, rates of scrips sold are recorded at higher RF rates. 
The brokers' contract note was not on record. 

10.3. The two Cancigo certificates issued by CBMF dated 13 
September 1991 and 3 September 1991 purchased by the Company on 6 
February 1992 from HPO stand in the names of ABFSL (Rs.22 crore) 
and Andhra Bank (Rs.ll crore) respectively. Since holders 
cannot create any interest in Cancigo or transfer them to a third 
person, the securities acquired by Canfina did not give it legal 
title as holder of the security, 

10.4 A note placed before the Board of the company at its meeting 
held on 26 August 1992 mentions as under s 

"We understand that initially Andhra Bank and Andhra Bank 
Financial Services Ltd., have denied having invested any amount 
under Cancigo. However, they have now written to Canbank Mutual 
Fund for the original certificate." 

10.5 As mentioned in the Committee's third Report (Paragraph 
Vl.C.e 5) Andhra Bank applied for Canciqo certificate of Rs.ll 
crores on behalf of HPO by debiting the broker’s current account. 
These units were intended as security to ABFSL towards HPO's some 
other deals with ABFSL. Interest on Rs.ll crores for the period 
3 September 1991 to 30 June 1992 was credited to the broker's 
account with Andhra Bank. For subscribing to the other 
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certificate of Rs.22 crores, the account of HPD was debited on 13 
September 1991. 

10.6 Against this backdrop, Canfina's purchase of Cancigo from 
HPD on 6 February 1992 had helped the broker .nore than Canfina 
as he not only chose his time to settle his account with company 
but also made Canfina buy from him non-transferable security. 
The transactions dated 20 January and 6 February 1992 also 
highlight that the broker did not confine his ro.le to bringing 
two parties together for both legs of transactions but took 
position in the securities dealt. For culmination of reversal 
leg of transactions he remained free to choose different 
counterparty to derive/meet the gain/loss from the deals struck. 

10.7 Canfina clarifies that the transactions dated 20 Janua <y 
1992 were reversal of some of its RF deals entered into with CB .r 
on 3 July 1991 for purchase of PSU bonds. By not insisting on 
the reversal transaction on (20-1-1992) from the original 
counterparty (CBMF) and agreeing to claim the reveral deal amount 
from HPD, Canfina has left no doubt about its role as provider of 
funds to the broker through the agency of CBMF. 

10.8 As regards Cancigo certificates, claims/counter claims of 
dues of/from HPD (a notified person) to ABFSL/Andhra Bank (if 
any), will have to be fi.st settled. The certificate not being 
transferable can only be encashed by the holders after stipulated 
period of one year from the issue dates i.e. on or after 3 
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September 1992 and 13 September 1992. There has been no further 
drvelopment/progress in the matter. 

10.9 The problem exposure in this deal is reckoned as on 20 July 
1992 at Rs.39.60 crores as evaluated by Canfina. (on the basis of 
NAV of Cancigo as on 1 April 1992). 

11. Transactions with Canbank Mutual Fund 

11.1 Canfina entered into 75 purchase (Rs.1822.63 crores) and 62 
sale (Rs.1918.84 crores) transactions in securities with CBMF 
between 1 April 1991 and 23 May 1992. A few of them were 
undertaken through brokers. In the case of 14 purchase and 5 
sale transactions, rates recorded in the books of Canfina and 
CBMF varied, eventhough 10 of these transactions were concluded 
on direct basis. The difference in the rates was received 
from/paid to brokers/different banks by Canfina. In some 
instances, certain transactions shown in the books of Canfina as 
having been concluded on direct basis were recorded in the books 
of CBMF as broker-mediated and vice-versa. Seventeen purchase 
and eight sale transactions, most of them recorded in the books 
of Canfina as direct, did not find place in the records of CBMF 
Seven such purchase transactions have been described in paragraph 
4.3. 

11.2 Scrutiny of these transactions between Canfina and CBMF 
reveals the chaotic situation prevalent in the record management 
of both the institutions. It is observed that there are 
outstanding disputes between the two subsidiaries of Canara Bank. 


100 




12. Stuck-up Deals 


Non-delivery of Units 
with Bank of Karad 


12.1 Canfina entered into two deals for purchase of Units from 


BoK on 22 and 

31 July 1991 

as per 

details 

given below : 







(Rs. 

ir. crores) 

Sr. Date of 

face Value 

Rate 

Broker 


Amount 

Mode of Delivery 

No. Purchase 

of Units 

Rs. 



Paid 


1. 22.7.1991 

160.00 

13.30 

Hiten 

P. 

212.75 

BR No.3499/ADN/ 




Dalai 



dated 22.7.91 







issued by BoK. 

2. 31.7.1991 

190.00 

13.4442 

-do- 


255.44 

BR No.3425/ADN/ 







dated 31.7.91 







issued by BoK. 

12.2 The units were sold 

on the 

same day 

to 

Stanchart 

(6 crore 

Units) and 

Citibank (10 

crore 

Uni ts). 

8 

Rs.13.305 

per Unit. 

Profit of Rs.0.08 crore was booked from the 

deal . 


12.3 The amount paid to BoK was 

short by 

Rs 

.0.Q5 crore 

i.e. 16 

crore Units 

8 Rs.13.30 work out 

to Rs. 

212 

.80 crores 

, against 


which Canfina had paid Rs.212.75 crores. The amount receivable 
from Citibank was Rs.133.05 crores but the actual payment 
received was Rs.133 crores. The amount received from Stanchart 
was Rs.79.83 crores. The deal was exclusively on Canfina’s own 
account. 

12.4 Subsequently there were two sales for a total of 9 crore 
Units to BoK (1.5 crores on 15 October 1991 and 7.5 crones on 18 
October 1991) and the Units to be delivered to the company in 


101 









respect of the BR No.3499 got reduced to 7 crores. 
(Incidentally, the sale of 7.5 crore Units on 18 October 1991 is 
not shown in the records of the Registered Office of Canfina). 
Canfina’s exposure on account of this transaction for the 7 crore 
Units outstanding @Rs.l5.75 repurchase rate is Rs.110.25 crores. 

12.5 The transaction at Sr.No.2 above is arrived at by merging 
several forward purchase contracts into one and netting therefrom 
all the forward sale contract deals struck for delivery on 31 
July 1991. The rate in four decimals is the netted average rate. 
Contract notes from the broker were not on record. Canfina did 
not. insist -till April 1992 on physical delivery of Units covered 
under this transaction (and also balance of 7 crore Units in 
respect of the earlier transaction on 22 July 1991). 

12.6 Records suggest that these two Unit deals were in the nature 
of funding broker 'HPD to the extent of Rs.468.19 crores from 22 
July/31 July 1991 to 15 October/ 16 October 1991 and Rs.348.54 
crores thereafter. As mentioned in the Committee's third Report 
the payments and receipts by BoK on this account appear as 
debits and credits in the account of broker ADN with BoK. 

12.7 The transactions of 22 July and 31 July 1991 involving 
outlay of Rs.212.75 crores and Rs.255.44 crores respectively were 
far beyond the delegated powers of the dealers. Even after the 
revision in November 1991, the limit per transaction was only 
Rs.50 crores. The list of monthly transactions placed to the 
Managing Director for information/ratification was returned with 
the remark ’Noted’. 
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12.8 Canfina has filed two separate suits aginst the provisional 
liquidator of BoK and others in the High Court of Bombay on 21 
August 1992. 

12.9 Canfina's exposure under this transaction for 19 crore Units 

0Rs.15.75 is Rs.299.25 crores. 

Non-delivery of 11.5% GOI 
Loan 2008 - Rs.25 crores 

12.10 On 6 April 1991, Canfina bought from BoK 11.5% GOI Loan 
2008 of face value Rs.25 crores 0 Rs.100.05 and paid an aggregate 
amount of Rs.25.81 crores against BR No.3259 dated 6 April 1991 
issued by BoK. The broker to the transaction was HPD. On 25 
July 1991 Canfina sold to Stanchart 11.5% GOI Loan 2008 of face 
value Rs.50 crores 0Rs.99.3O and issued SGL transfer form for 
face value Rs.25 crores and BR No.868 for the balance. The SGL 
transfer form finally received from BoK on 18 April 1992 in lieu 
of the BR and lodged with RBI with delay on 6 May 1992 was 
returned by RBI, Bombay for insufficient balance in the account 
of BoK. Following the liquidation of BoK, Canfina is faced with 
the problem of non-delivery of security by BoK. 

12.11 The company has filed suit against the Provisional 

Liquidator of BoK and others on 21 August 1992 for an aggregate 

amount of Rs.35.54 crores including interest. Canfina's bad 

exposure under this transaction is Rs.29.16 crores. 

Non-deliver} of 5 crore Units 
by State Bank of Saurashtra 

12.12 On 2 September 1991, Canfina bought 5 crore Units from 
State Bank of Saurashtra (SBS) and in exchange of BR No.42 dated 


103 





2 September 1991 issued by 3BS released purchase consideration of 
Rs.67.75 crores to it,. The company is yet to receive delivery of 
Units from SBS. On IS August 1992, Canfina filed .a suit against 
SBS for delivery of Units and claimed damages. The total amount 
cl aimed is as under : - 

Scrip Purchase price Interest Interest Amount 

(Rs.) @24% p.a.(Rs.) upto claimed (Rs.) 

5 crore 67,75,00,000 17,08,84,544.00 17.8.1992 84,83,84,544.00 

Units 

The broker to this transaction as reported in the Committee's 
second Report [paragraph VIII 4(b)] is C. Mackertich. Although 
computer print-out of purchase on 2 September 1991 shows the name 
of the broker to this transaction as 'CMack', the name of HSM is 
written in the Dealer's Memo-cum-transaction book after 
cancelling the name of C. Mackertich. The contract note received 
from Harshad S. Mehta tallies with the cost memo addressed by SBS 
to Canfina. Following the publication of the Committee's second 
Report, the company has, at the instance of C.Mackertich issued a 
letter to him stating that there was no such transaction with 
h i m. 

12.13 Canfina's payment to SBS of Rs.67.75 crores on 2 September 
1991 against BR.No.42 issued by SBS is not disputed by SBS. 

Claim by Stanchart to deliver 
9% IRFC bonds of Rs.70 crores 

12.14 Stanchart has served a legal notice dated 12 August 1992 on 
(anfina demanding immediate physical delivery of 9% IRFC bonds of 
an aggregate face value Rs.70 crores along with interest thereon 
' the two half-years due on 1 October 1991 and 1 April 1992 or 
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in the alternative to refund the amount of Rs.71.41 crores paid 
on 27 September 1991 to Canfina towards purchase consideration of 
this deal along with interest at 20% p.a. from 27 September 1991 
till payment and/or realisation. Canfina had earlier advised 
Stanchart that bonds in question were delivered to it against 
payment received. The transactions recorded in the books of 
Canfina were as unders- 


Date of 
sale 

Scrip 


Face 

value 

(Rs.in 

crores) 

Rate 

(Rs.) 

Amount 

(Rs.) 

Name of the 
broker 

Name of the 
counter¬ 
party 

27.9.91 

9% IRFC 

bonds 

50 

95.06 

497368493.15 

Hiten P. 

Stanchart 







Dalai 


27.9.91 

9% IRFC 

bonds 

20 

103.93 

216687397.26 

-do- 

Stanchart 




70 


714055890.41 




Records at Bombay office of Canfina indicate that securities 
sold to Stanchart were directly handed over to broker HPD and the 
delivery effected through the broker was as under: 

(i) Exchange of BoA’s BR dated 27 September 1991 for bonds 
of face value Rs.20 crores. 

(ii) Exchange of Citibank’s BR dated 25 September 1991 for 
bonds of face value Rs.15 crores. 

(iii) Exchange of Citibank’s BR dated 25 September 1991 tor 
bonds of face value Rs.35 crores. 

12.15 The amount involved under this deal together with interest 
till 31 October 1992 works out to Rs.87.06 crores. 
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Claim by Stanchart to deliver 
9% IRFC bonds of Rs.50 crores 


12.16 Canfina undertook sale of 9% IRFC bonds of face value Rs.50 
crores to Citibank on 30 December 1991 on direct basis and 
collected the sale consideration together with interest for 168 
days on the same date from Citibank. The mode of delivery in 
respec 1 of this transaction was not specified. At the instance 
of Citibank, Canfina arranged for delivery cf bonds to Punjab 
National Bank (PNB) at Delhi but at the same time issued BR 
No.1401 dated 30 December 1991 in favour of Citibank through its 
Bombay office. Canfina, however, could not ensure custody of its 
above BR duly discharged by Citibank. This discharged BR found 
its way from Citibank to Stanchart. Based on this BR, Stanchart 
has staked a claim for delivery of the bonds of Rs.50 crores from 
Citibank/Canfina as explained below. 

12.17 On 19 February 1992, Stanchart purchased 91 IRFC bonds of 
the face value Rs.72.50 crores from Citibank and obtained 
Citibank’s BR No.46 dated 19 February 1992 for Rs.72.50 crores. 
On receipt of reported telephone call to collect the securities 
in exchange for discharged BR No.46 the representative of 
Stanchart attended the Citibank to collect the IRFC bonds. He 
was handed over by Citibank its fresh BR No.47 dated 4 March 
1992 for the face value Rs.22.50 crores and a discharged BR 
No.1401 dated 30 December 1991 issued by Canfina for Rs.50 croies 
in favour of Citibank. Stanchart has claimed that it was 
represented to it that it could collect the securities directly 
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from Canfina on the strength of Canfina's BR No.1401 discharged 
by Citibank. Subsequently, when Stanchart’s demand for security 
was not entertained by Canfina, Stanchart served a legal notice 
on Citibank on 4 June 1992 demanding delivery of securities 
forthwith or in the alternative to repay Rs.50 crores received by 
Citibank. Canfina was asked to confirm that it was in a position 
to physically deliver the bonds or alternatively not to part with 
the bonds without the written consent of St.anchart. 


12.18 Transactions with NHB 


Ci) NTPC/IRFC Bonds 


(a) The following transactions appear in the books of the 
Registered Office of Canfina at Bangalore. 


Sr. Date of Scrip Rate Name of Nature of Amount Name of Amount Mode of 
No. transact- @ broker transact- Face counter- (Rs in deli- 

ion (Rs.) ion value party (crores) very 

(Rs.in 

crores) 


1. 3.2.1992 

17S NTPC 
bonds 

99 

Direct 

Ready 

Forward 
sale to be 
purchased 
back on 
30.4.1992 

81.00 

GRAM 

80.64 

BR No. 
1544 

2. 3.2.1992 

9% IRFC 
bonds 

93 

HSM 

Buyback 
of security 
sold on 
2.1.1992 

22.00 

Corpo¬ 

ration 

Bank 

20.64 

BR No. 
1411 
dated 
2.1.92 
exch¬ 
anged 

3. 3.2.1992 

9% IRFC 
bonds 

93 

-do- 

-do- 

63.50 

GRAM 

59.57 

BR No. 
1414 
dated 
2.1.92 
exch¬ 
anged. 
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(b) In respect of item (1), the Bombay Office of Canfina 
under telephonic instructions from its Registered Office issued 
its BR No.1544 in the name of NHB although the counterparty was 
GRAM. In Bombay office the transaction is recorded as a sale to 
NHB with HSM as broker. 

(c) Canfina did not receive sale proceeds either from GRAM 
or NHB but the amount of Rs.80.64 crores was netted out against 
the sum of Rs.80.21 crores due under items (2) and (3 j above and 
Canfina received Rs.0.43 crore from HSM. BR Nos.1411 and 1414 
earlier issued by Canfina were also received back. 

(d) Corporation Bank had received from SBI the amount due to 
it under item (2) on 13 January 1992. 

(e) Canfina still has to deliver securities against its BR 
No.1544. This BR is with NHB but NHB has not made any payment 
for this purchase. 

(ii) 131 DVC Bonds 


12.19 On 23 March 1992 Canfina sold 13t DVC bonds of the face 
value Rs.10 crores @ R s . 9 9 to NHB and received a cheque for 
Rs.9.90 crores from NHB. The broker for the transaction was HSM. 
There is no contract note with Canfina with reference to this 
transaction. Canfina did not issue a BR covering the security 
nor did it deliver physicals. As per NHB's records the payment 
of Rs.9.90 crores was made to Canfina for purchase of 66 lakh 
Units and not DVC bonds. Canfina has stated that it s prepared 
to deliver the bonds while NHB has demanded delivery of Units. 
The matter is yet to be settled. 
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12.20 Transaction in 13% DVC 
bonds and 13% HPF bonds 

(a) On 3 September 1991 Canfina purchased 13% DVC bonds of 
the face value Rs.28.50 crores @Rs.95 (contract value Rs.27.44 
crores) and 13% HPF bonds of the face value Rs.5 crores GRs.95 
(contract value Rs.4.81 crores) and sold 9% HUDCO bonds of the 
face value Rs.30.85 crores gRs.lOO/- (contract value Rs.32.24 
crores). The broker for the transaction was HPD. As per records 
of Canfina, the counterparty for the transaction was Stanchart. 
Contract notes/cost memos for these transactions are not 
available with the company. The company had to pay a net amount 
of Rs.1,07.000 in respect of the two transactions. Whether this 
amount was paid and if so to whom is not ascertainable from the 
company’s record. 

(b) It is stated in a note dated 12 October 1992 placed 
before Canfina’s Board on 15 October 1992, that physical delivery 
of 9% HUDCO bonds of the face value Rs.30.85 crores which it had 
sold was given on 3 September 1991 whereas delivery of DVC and 
HPF bonds purchased was not obtained. 

(c) The relative transactions did not appear in the books of 
Stanchart and that bank in its letter dated 29 October 1992 
addressed to Canfina has denied the transaction, although it 
expressed its willingness to investigate the matter further if it 
was furnished with photocopies of the cost memos, particulars of 
consideration stated to have been paid, etc. Stanchart has also 
called for full particulars of 9% HUDCO bonds alleged to have 
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been delivered by Canfina on 3 September 1991 including 
distinctive numbers of the letter of al1otment/bcnds, certified 
copy of delivery memo, details and the manner of delivery, etc. 

12.21 Transactions in 13% CIL bonds 

(a) On 24 June 1991, Canfina’s New Delhi Office purchased 
from Hongkong Bank through N K A 13 % CIL bonds of face value Rs.18 
crores and remitted the purchase consideration of Rs.18.60 crores 
to H-ongkong Bank. There is no cost memo or contract note 
available with the company and Canfina has not received the bonds 
or BR. 

(b) According to Hongkong Bank, it had purchased on 8 May 
1991, 131 CIL bonds of face value Rs.18 crores from CBMF for 
which it received BR No.2214 issued by CBMF. There was no 
delivery of bonds by CBMF but on 24 June 1991, Rs.18.60 crores 
was received from Canfina and CBMF’s BR No.2214 (undischarged) 
was returned to CBMF. 

(c) The matter is under dispute. 

12.22 purchase of Can premium from ABFSL 

On 27 April 1992, Canfina purchased from ABFSL Canpremium 
units of face value Rs.12 crores 8Rs.l3 per unit. Canfina issued 
cheque No.82740 dated 27 April 1992 for Ks.15.60 crores favouring 

ABFSL. Canfina received against this transaction Citibank's BR 
No.7b dated 24 April 1992 (issued in favour of ABFSL and 
discharged by it). There was no direct deal between Canfina and 
Citibank on 24 April 1992. Citibank denied in May 1992 any 
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commitment to deliver securities under its discharged BR. 
13. Return of SGL transfer forms 


13.1 The company did not maintain proper records of the 
investments in Government securities, SGL transfer forms and 
adiustment thereof etc. As a result, it was not possible for the 
Registered Office of the company to confirm that it had 
sufficient securities when the company issued SGL transfer forms. 

13.2 During the period 1 April 1991 to 23 May 1992, PDO, RBI, 
Bombay had returned 43 SGL transfer forms, aggregating Rs.1471.78 
crores lodged by Canfina in respect of its purchases, for want of 
sufficient balance in the sellers* account. During the same 
period 62 SGL transfer forms aggregating Rs.2585.50 crores issued 
by Canfina in respect of its sales were returned by PDO, Bombay 
for want of balance in its own account. Of the 43 purchase SGL 
transfer forms, 31 forms aggregating Rs.1219 crores pertained to 
11.5% GOI Loan 2010 security whereas out of the 62 sale SGL 
transfer forms issued by Canfina, 53 aggregating Rs.2213.59 
crores pertained to the same security. Canfina maintained on an 
average SGL balance of Rs.0.26 crore in this security with the 
PDO, Bombay. It could not match its purchases and sales of this 
security on some days. For instance, the total value of SGL 
transfer forms issued by Canfina on 13 and 27 July, 26 August, 5 
October and 28 December 1991, 8 February and 6 April 1992 was not 
adequately covered by sufficient balance of the security in its 
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SGL account with RBI. The extent of the shortfall is indicated 


in the following table. 


(Rs.in crOres) 


Date of SGL 

transfer 

form 

Balance in 
as per 
Canfina’s 
record 

Value of SGL 
transfer forms 
lodged but not 
credited 

Total 

Value of SGL 
transfer 
forms issued 
but not 
credited 

Excess/ 

(Short¬ 

fall) 

13.7.1991 

0.2561 

100.000 

100.2561 

210.000 

(109.7439) 

27.7.1991 

19.2561 

30.000 

49.2561 

100.000 

( 50.7439) 

26.8.1991 

0.2561 

225.000 

225.2561 

245.000 

( 19.7439) 

5.10.1991 

0.2561 

94.000 

94.2561 

190.000 

( 95.7439) 

28.12.1991 

0.2561 

- 

0.2561 

232.000 

(231.7439) 

8.2.1992 

0.2561 

35.000 

35.2561 

175.000 

(139.7439) 

6.4.1992 

0.2561 

250.000 

250.2561 

325.000 

( 74.7439) 

13.3 The 

returned 

SGL transfer forms in respect 


sales/purchases were regularised by relodging the same 
subsequently, by undertaking reversal sale deal with the same 
bank or by exchanging them by obtaining from the sellers SGL 
transfer forms of a third bank. Some instances are given in 


subsequent paragraphs. 


13.4 (a) 

On 

26 August 

1991 

Canfina sold to BoA 11.5% G0I 

2010 

security 

of 

an aggregate 

face value 

Rs.290 crores in 

three 

transactions 

through 

three 

brokers 

Somayajulu X Co. 

(Rs.95 

crores), 

C. 

Mackertich 

(Rs. 

175 crores) 

and Excel & Co. 

(Rs.20 


crores). Canfina had issued SGL transfer forms to cover these 


transactions. On the same day, Canfina purchased from Stanchart 
the same security of the face value Rs.225 crores through two 
brokers - HPD (Rs.200 crores) and NKA (Rs.25 crores) and obtained 
SGL transfer forms issued by Stanchart. Stanchart’s SGL transfer 
forms Rs.225 crores and Canfina’s SGL transer forms for Rs.245 
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crores were returned by PDO on 29 August 1991 due to insufficient 
balance. 

(b) Canfina met its obligation to Stanchart by issuing a 
fresh SGL transfer form for Rs.20 crores and arranged to square 
off the balance of Rs.225 crores due to Stanchart with the 
latter’s dues to BoA of a like amount, which BoA in turn had to 
pay to Canfina. 

13.5 On 2 December 1991, Canfina sold 12% GOI 2011 securities of 
the face value Rs.25 crores to Grindlays and issued its BR 
No.1290 on 2 December 1991. On 14 December 1991, Canfina 
purchased from Grindlays 12% GOI 2011 securities of the face 
value of Rs.25 crores and against its payment obtained SGL 
transfer form from Grindlays. This SGL transfer forms lodged 
with PDO on 16 December 1991 was returned by PDO on 18 December 
1991 due to insufficient balance in the seller’s account. 
Canfina returned the SGL transfer form to Grindlays and in turn 
received back from Grindlays its own BR No.1290 dated 2 December 
1991 covering its sale of the same security of the same face 
value on that date. 

13.6 On 9 May 1991, Canfina purchased 9.75% Tamil Nadu 1998 
securities of the face value Rs.8 crores and 9.75% Punjab 1998 
securities of the face value Rs.l crore from Stanchart. The two 
SGL transfer forms issued by Stanchart were returned by PDO on 11 
May 1991 for want of sufficient balance in the seller’s account. 
SGL transfer forms covering two different securities viz. (i) 
9.75% Bihar 1988 for Rs.4.1735 crores and (ii) 9.75% Rajasthan, 
1998 for Rs.4.8264 crores were accepted by Canfina on 15 July 
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1992 in the place of the returned SGL transfer forms. The period 
taken for regularising the returned SGL transfer forms extended 
to over 2 months. 

14. Conclusion 

14.1 Like other subsidiaries of banks, Canfina was required by 
the terms of Reserve Bank's approval for its incorporation to 
confine itself to the business of mercha/it banking, leasing, 
hire-purchase and portfolio management and not to do normal 
banking business. 

14.2 However, the findings detailed in the earlier paragraphs 
clearly establish that Canfina obtained substantial sums of money 
from clients under Portfolio Management Scheme (PMS) and 
Corporate Investment Advisory Services (CIAS) and transferred 
these funds to brokers under RF deals. In many cases there is no 
evidence to show that there were underlying securities for these 
transactions. 

14.3 On a number of occasions, Canfina made short sales of 
securities and thus raised money on a 'clean' basis. By issuing 
BRs without the backing of securities it violated Reserve Bank 
guidelines . 

14.4 Canfina also did not deal with Canara bank or with CBMF at 
"arms length". Thus, large amounts of funds collected under PMS 
and CIAS schemes were placed on deposit with Canara Bank and 
similarly funds so collected were used to boost collections for 
schemes floated by CBMF, in some cases even after the official 
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closure of the schemes. Canflna also routed loans to brokers 
through CBMF. 

14.5 Canflna had large transactions In shares, both on Its own 
account and also on behalf of PMS client and large amounts 
remained outstanding from brokers against these transactions. 

14.6 The manner In which securities transactions of Canflna have 
been undertaken has been not only In violation of RBI guidelines 
but has also exposed It to an aggregate net exposure which Is far 
In excess of Its capital and reserves and left It In a position 
where Its assets will probably be Inadequate to meet Its 
liabilities. 
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IV. AN7 Grindlays Bank 


1.1 ANZ Grindlays Bank (Grindlays) is also one of the major 
participants in the securities market. 

1.2 The main brokers through whom the security transactions were 
effected were Hiten P. Dalai (HPD), Somayajulu & Co., Harshad S. 
Mehta (HSM), Asit C. Mehta, M/s.V.B. Desai, Batliwala S Karani, 
and Hemdev & Sons. HPD accounted for as much as 311 of the 
aggregate value of the bank's transactions put through brokers 
(uring the period from April 1991 to May 1992. Durina f he same 
period, the value of transactions put through HSM accounted for 
8.51 of the total amount transacted through brokers. The 
brokerage paid by the bank to various brokers during the period 
from 1 April 1991 to 30 June 1992 aggregated Rs.4.65 crores. Of 
this, the brokerage paid to HPD, C.Mackertich, Asit Mehta and HSM 
alone accounted for 77.051 of the total brokerage paid, with the 
share of HPD being as high as 46.411. The bank had not followed 
its internal guidelines to deal with brokers and it appeared that 
certain brokers enjoyed procedural privileges. The bank had 
entered into security transactions through brokers who were not 
on the panel of the bank. 

1.3 Grindlays entered into ready forward deals both in SLR and 
non-SLR securities with financial institutions, companies, 
brokers and individuals as counterparties. 
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2. Grindlays as a routing 
bank for Harshad Mehta 


2.1 In a number of transactions in securities, Grindlays has 


acted as 

a routing 

bank for HSM. 

An example 

is given 

below 

« 

• 

Sr. Date 

Sale/ 

Security 

Counterparty 

Face 

Rate 

Cost price 

No. 

Purchase 



value 

(Rs.) 

(Rs.) 


(Rs.in 

crores) 


1. 21.3.92 

Purchase 

11.5% GOI 

Loan 2010 

Canara Bank 55.00 96.5587 

54,42,98,249.44 

2. 6.4.92 

Sale 

-do- 

-do- 55.00 96.8483 

54,78,74,859.11 

3. 6.4.92 

Purchase 

-do- 

Bank of 55.00 90.50 

America 

51,29,59,209.11 




3,49,15,650.00 

Difference between transactions 
at Sr.No.2 and 3 

4. 7.4.92 

Purchase 

-do- 

Growmore 55.00 96.8483 

Research and 

Assets Manage¬ 
ment Ltd.(GRAM) 

54,80,07,113.56 

5. 7.4.92 

Sale 

-do- 

-do- 55.00 90.50 

51,30,91,463.56 




Difference between transactions 
at Sr.No.4 and 5 credited to 

3,49,15,650.00 


HSM*s account - 

2.2 Originally, Grindlays .purchased from Canara Bank on outright 

basis the securities in transaction at Sr.No.l on 21 March 1992 
and received a BR instead of an SGL transfer form. This 
transaction was through broker HSM. Till 6 April 1992, the SGL 
transfer form was not provided by Canara Bank. At the instance 
of HSM, the BR of Canara Bank was returned and an SGL transfer 
form from Bank of America was substituted. To effect these 
changes, transactions at Sr.Nos.2 and 3 were executed through 
broker M/s.V.B. Desai, acting on behalf of HSM. The bank made a 
profit of Rs.3.49 crores in these transactions. This profit was 
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passed on to GRAM a group concern of HSM on 7 April 1992 by 
concluding the transactions at Sr.Nos.4 and 5. Grindlays calls 
this type of transactions as "put through transactions”. 

2.3 In the names of HSM and his family members, the bank’s 
Adayar branch, Madras granted 19 individual overdraft limits 
ranging from Rs.2,47,890.00 to Rs,2,99,999.00, The limit had 
been kept low with a view to avoiding operative restrictions for 
overdrafts against shares. Significantly, all the current 
accounts, which were opened between April and June 1991 were 
introduced by the same person viz. Branch Manager Shri Bakshi 
Varunkumar, Adayar branch, Madras and a cheque book was issued 
only in the name of one account holder, Smt.Jyoti H. Mehta. All 
the overdraft limits, were sanctioned between 20 April 1991 and 24 
July 1991 and on the very day of sanction the overdraft amounts 
were transferred to Smt.Jyoti H. Mehta's current account for 
operational convenience. This facility also appears to have 
been extended, as HSM was a ’significant customer’. 

2.4 It is significant that HSM often enjoyed unauthorised debit 
balances in his current account at M.G. Road, Bombay branch of 
the bank on various dates between 26 April 1991 and 22 April 
1992. The debit balance ranged from Rs.0.01 crore to Rs.6.98 
crores. Interest has been sought to be charged in June 1992 only 
after the accounts were frozen by the CBI authorities in May 
1992. 


2.5 From the facilities enjoyed by certain brokers, it is 
observed that some of the brokers were more equal than others. 
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They enjoyed privileges, both substantive and procedural. 

HSM was considered "a significant customer and was provided 
servicing" by Grindlays. Hence the claim of Grindlays regarding 
the privilege granted for crediting bankers cheques/RBI cheques 
drawn in favour of Grindlays to HSM’s account, without any 
covering notes from the issuing bank s. For instance, 12 RBI 
cheques issued by Power Finance Corporation (PFC) from New Delhi 
during November 1990 to April 1991 for a total sum of Rs.216.26 
crores, in favour of Grindlays were credited to HSM’s current 
account in New Delhi, without any credit instructions from PFC. 
These amounts were telegraphically transferred to HSM’s account 
in the Bombay branch of Grindlays and then to his account in UCO 
Bank, Hamam Street branch, Bombay on the respective dates. 

2.6 It was indicated in the first Report of the Committee 
(Chapter 7.1) that against the gap of Rs.669 crores representing 
the value of the securities transactions put through HSM by State 
Bank of India (SBI) for which no SGL transfer forms had been 
lodged with the PDO, SBI had received nine payment orders of 
Grindlays aggregating Rs.574.76 crores. Of these, eight were 
issued by debit to HSM's account in Grindlays. The ninth payment 
amounting to Rs.97.99 crores is discussed in paragraph 1C.2 (vii) 
of this chapter. On verification of records at National Housing 
Bank (NHB), as indicated in the second Report (Chapter VI, 
paragraph 4) it was observed that NHB had 15 outstanding 
contracts with Grindlays for an aggregate sum of Rs.511.66 
crores. After adjusting the value of a contract for Rs.5.11 
crores, where Grindlays claimed that delivery of the securities 
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was effected, the amount claimed by NHB from Grindlays was of 
the order of Rs.506.54 crores. This has arisen out of seven RBI 
cheques issued by NHB between 24 March 1992 and 20 April 1992 for 
a total sum of Rs.489.75 crores in favour of Grindlays being 
credited by the latter to HSM’s current account without any 
written instructions from NHB. (The difference of Rs.16.79 
crores between the total deal amount and the amount paid to 
Grindlays is due to the reversals of two earlier deals, as 
reported by NHB). 

2.7 Grindlays has claimed that this was done as per the market 
practice. Grindlays’s claim is not borne out by either its own 
practice in a large number of instances or its internal 
guidelines. For instance, whenever Grindlays issued a banker*s 
cheque, there was a credit instruction invariably accompanying 
the same. Similarly, in a large number of cases of bankers 
cheques received by Grindlays and credited to HSM*s account, 
there were express accompanying credit instructions. On their 
internal guidelines, the bank*s Country Operations Manager wrote 
in his letter dated 3 July 1992 as under: 

"Our Group Operations Manual Section 1001:10 - General 
Introduction contains the following instructions; 

No cheque, draft or similar instrument issued or 
endorsed in favour of the bank will be processed in 
branch operations unless the instrument bears a clear 
indication as to the purpose for which funds are 
intended. Where an instrument is received which does 
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not bear sufficient notation (i.e. name or number of 
account to be credited, collection number, etc.) the 
item should be referred to Management for approval 
before being passed to the operating department for 
processing. 

Our Operating Procedures Manual Section 046 
Inter Bank Settlement contains the following 
instructions: 

CHEQUES FAVOURING Cheques drawn in favour of the 

BANK Bank, received for credit to a 

customer’s account will be 
referred to the Account/Branch 
Manager, prior to crediting 
the account". 

2.8 However, on 17 July 1992 the bank has written to the 
Inspecting Officer, RBI that the Group Operations Manual was 
replaced by the New Operating Procedures Manual in February 1991, 
which reiterates only section 046 of Operating Procedures Manual. 

2.9 NHB has claimed in various letters written in May 1992 that 
certain securities transactions done with Grindlays in’March and 
April 1992 had matured for payment from 5 May 1992 onwards and 
that Grindlays should reverse the deals and pay back all the 
amounts. Grindlays has denied any knowledge of the transactions 
referred to by NHB. 

2.10 As the matter between NHB and Grindlays is under 
arbitration, the Committee does not prepose to go into these 
transactions. Grindlays has complied with the RBI directive to 
pay the amount of Rs.506.54 crores to MIB on 4 November 1992, 
without prejudice to its claim before arbitration. 
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2.11 In a iriuffibef of transactions, the bank has debited or 
credited HSM’s current account with It, although the counterparty 
was another bank. The bank has explained that In these cases, It 
has been assumed that the broker has In effect been acting as a 
principal to the transaction. "For some Internal reasons the 
counterparty either "backed out" of the trade at the last moment 
or, was never a party to the deal. In the absence of a firm 
counterparty the broker Is thus effectively left "holding" the 
other side of the trade and Is forced to settle directly with the 
firm counterparty, viz. Grlndlays". Admitting to having recorded 
such transactions erroneously, the bank's response Is that "the 
original deals as given to us by the broker should have been 
cancelled (as soon as the broker requested that we debit/credit 
his account) and new deals, stating the broker as the 
counterparty should have been input into the system". It Is not 
clear why the bank did not consider it necessary to seek the 
confirmation of the counterparty named in the contract notes 
either Initially, or later when the so-called substitution of the 
counterparty by the broker was effected 

3. Transactions having a bearing on the 
Special Court (Trial of Offences Relating 
to Transactions in Securities) Act, 1992. 

3.1 The bank has carried out large volumes of transactions in 
shares on behalf of the broker HPD. On 8 June 1992 HPD was 
notified by the Custodian under the Special Court (Trial of 
Offences Relating to Transactions insecurities) Act, 1992. As 
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on that date the bank was holding shares worth Rs.7.59 crores on 
behalf of HPD. The bank had received the consideration for these 
shares from HPD. There were also other transactions in which HPD 
was liable to pay approximately Rs.2.50 crores to the bank. 

3.2 Grindlays sold on 2 June 1992 a portion of the above shares 
held on behalf of HPD to M/s.Enam Securities Pvt. Ltd. and 
received payments on 1 July 1992 and 18 August 1992 in the name 
of the bank to set off its claim [in respect of an earlier 
transaction with Canbank Mutual Fund (C B M F)] against HPD. 
Delivery of shares for these sales was effected on 9 June 1992, 

1.. e.» a day after the date of notification. Grindlays, however, 
sought legal advice on this matter only on 6 August 1992. These 
transactions were reported by the bank to the Custodian by its 
letter dated 12 December 1992 only in response to a letter dated 
18 November 1992 from the Custodian. 

3.3 It is expected that the Custodian will take appropriate 
action in the mat ter . 

4. Lending and Borrowing 
of shares by Grindlays 

4.1. Grindlays had indulged in borrowing and lending of equities 
from and to different brokers, on a modest scale, during the 
period 9 August 1991 to 10 August 1992. It is observed that the 
bank indulged in this activity not only for facilitating 
settlements but also for onward lending to the broker HPD. For 
instance, the bank borrowed 25,000 shares of Chowgule Steamship, 
1200 shares of Aban Lloyd, and 21,000 shares of Grasim on 25 
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November 1991 from M/s. Enam Securities Pvt.Ltd. for lending them 
to HPD. The bank returned them on 13 December 1991, 9 January 
1992 and 4 .January 1992 respectively to M/s.Enam Securities 
Pvt.Ltd. on receipt from HPD. On each such borrowing of shares, 
funds were released to Enam Securities and while on-lending them 
to HPD, funds were received from him. No documents like deal 
slips, etc. were said to have been prepared for these deals and 
the arrangements were done only verbally except for some vague 
notations made in the ’delivery register’. 

4.2. Significantly, the banK has not charged any interest on such 
transactions, which is quite contrary to the practice usually 
followed by the brokers in this matter. Indeed, the rate of 
interest charged in the market on such transactions is normally 
0.5$ to It more than the badla rate because the borrower is saved 
from the desperate situation of facing an auction in the stock 
exchange for his failure to give delivery of share scrips as per 
contracts. 

4.3. Initially in June 1992, the bank denied having undertaken 
any such transaction. Later, however, in October 1992 on the 
matter being pursued further, it tried to justify the 
transactions as facilities extended to complete settlements. 

4.4. As badla financing itself is prohibited by RBI guidelines, 
these borrowal and loan transactions in equities represent an 
irregularity of a greater magnitude. 
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5. Badla financing to broker 
M/s.N. K. Aggarwala 

5.1. Grindlays has indulged in badla financing which is 
specifically prohibited by RBI guidelines. 

5.2 On 14 November 1991, M/s.Esanda Finanz & Leasing Ltd. 
(Esandaj, an associate of the bank is reported to have placed 
Rs.2 crores with the bank, for being deployed "on their behalf 
prudently, i.e. some form of secured investment without price 
risks". This amount was passed on by the bank to the broker 
M/s.N.K. Aggarwala (NKA) through a ready forward transaction in 
shares involving eight scrips. me initial ready forward 
transaction covering two scrips, for a period of 12 days, was 
rolled over for subsequent settlement dates and also by 
exchanging one set of scrips tor another. The rates nuoted in 
the ready forward transactions for the equities had no relevance 
to the prevailing market rates of the respective scrips. The 
rates appear to have been fixed keeping in view an agreed rate of 
return of about 32% to 34%. The bank has received back 
Rs.2,27,26,700 on 7 April 1992, which included a net return of 
Rs,27,19,329. In fact, the bank had to return the funds deployed 
by Esanda on 27 March 1992, i.e. prior to the due date, at the 
latter’s request, "thereby taking the remaining 11 days of ready- 
forward through P MS books". It is claimed by Grindlays that 
ready forward transactions in equities are not specifically 
prohibited by RBI guidelines. 




5.3 In another Instance also, the bank advanced a sum of Rs.24 
lakhs to the broker NKA on 22 February 1991 through an apparent 
purchase of 40,000 shares of Reinz Talbros. The same were sold 
back after 40 days, on 3 April 1991. The purchase rate was Rs.60 
while the selling rate was Rs.62.37, an odd rate not In 
conformity with the prevailing market rate. It appears that the 
selling rate was fixed keeping in view an assureo return of 36*. 

6. Portfolio Management 
Scheme of Grindlays 


6.1 Most of the RBI guidelines on PMS have been violated or 
sought to be circumvented by Grindlays. The bank introduced PMS 
in August 1986. By December 1990 there were 523 PMS clients and 
the amount outstanding therein was Rs.211.12 crores. But, by the 
end of December 1991 the number of PMS clients fell to 337 with 
the amount outstanding getting reduced to Rs.69.04 crores. Since 
30 September 1992, the bank has unilaterally closed its PMS 
accounts by transferring all the assets and liabilities to its 
own books. 

6.2 The following violations of RBI guidelines have been 
observed 

(a) The bank did not charge a definite fee for the 
management services rendered to its clients. 

(b) A few PMS accounts were closed before completion of the 
prescribed one-year lock-in period. 
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(c) The bank deployed PMS funds in discounting of usance 
promissory notes of private sector companies for varying periods 
between 30 days and 270 days, with a facility to roll-over for a 
further period of 270 days. These were reduced to nit only by 
September 1992. 

(d) The guideline that deals between the bank’s own 
investments and PMS clients should be at market rates was 
violated. 

(e) The bank resorted to short sales in respect of a number 
of equities sold on behalf of its PMS clients. The bank claims 
to have indulged in "short sales" only against existing 
purchases. But it is not able to corroborate the claim with 
corresponding brokers’ notes for existing purchases. Nor is 
there other evidence like deal slips. In the absence of such 
evidence, the claim that it was not resorting to short sales is 
untenable. 

(f) The bank has paid almost a fixed rate of return ranging 
from 121 to 191 to its PMS clients. 

(g) The bank's earning from PMS funds deployed in equities 
for the period April 1991 to May 1992, as worked out by the bank 
itself, is more than Rs.26 crores. The profit generated would be 
of the order of 200% for a period of 14 months. The surplus 
income after applying a fixed return (ranging from 12% to 19%) 
was credited to the commission account of the bank. 

(h) The bank has received dividends on account of PMS 
investments but has not credited the same to the accounts of PMS 
customers, some of which have been closed. Nor are the details 
(of the customers to whom these dividends are payable) available. 
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It is claimed by the bank that such default is due to "operating 
errors". 


(i) 

The bank 

has received 

a sum 

of Rs. 20 

lakh (approx.) 

as 

interest 

on TELCO 

bonds 

and about Rs 

.56,000 as 

interest on 

HMG 

Industry 

debentures in 

April 

1992. 

These 

amounts were 

not 


distributed to PMS customers but directly credited to the bank’s 
commission account. The bank has merely regretted the error 
instead of following a policy of "better-1ate-than-never" and 
rectifying the mistake. 

7. Transactions in equities 

7.1 The bank acted as an unofficial broker for HPD by buying 
(from other brokers) equities in comparatively smaller lots and 
selling them off as a huge lot to HPD, at rates higher than the 
prevailing market rate. Such deals were carried out between 
November 1991 and March 1992 (about 75 deals involving an 
aggregate amount of Rs.42.46 crores). 

7.2 The scrips traded were Bajaj Auto, Kirloskar Cummins, Parke- 
Davis, DCL Polyesters, India Cable, Hi-tech Gears, Hoechst 
Pharmaceuticals, Castrol , J.K. Industries and Maneklal Hari 
Mills. These transactions were not entered into the Investment 
Bank Operating System (IBOS). The bank termed these deals as 
"big deals". The bank made large profits in such deals with HPD. 
An illustrative list of such transactions including some of the 
big deals is given in the annexure. 
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7.3 The bank has tried to justify such deals by saying that 
"the broker was mostly interested in large lots, he possibly 
realised that this could cause a substantial spurt in the price 
if he were to try and buy such large quantities on the trading 
floor of the exchange, specially in a rising market, and hence 
preferred to approach sellers directly". The bank has added "the 
broker/his clients seem to have been very confident of greater 
appreciation in future even when buying thfse shares, as we find 
that the shares we sold generally appreciated much further 
subsequent to our sale". Such deals between the bank and HPD 
were presumably not through the stock exchange. 

7.4 Such deals were the causes later, for Grindlays to be left 
with unexecuted contracts of sale with HPD which were frustrated 
due to non-payment of the consideration by HPD, when the market 
suddenly collapsed. The bank has been compelled to dispose of 
these shares at the prevailing market prices, thereby incurring 
losses. In some of these cases, as the deliveries under the 
bank's own (underlying) purchases from other brokers (for sale to 
HPD) were still outstanding, the bank has tried to square off the 
transactions through the same brokers at the prevailing market 
rates. 

7.5 In a number of instances, the bank has "squared off" or "set 
off" its outstanding sale transactions in equities with brokers 
against its earlier purchases from them of the same equities, in 
respect of which also the deliveries are outstanding. The bank 
has claimed that the "square off" or "set off" is resorted to, to 
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reduce the exposures to the brokers who are unable to deliver the 
scrips for some reason or other for a "considerable time" (which 
may "vary from a few days to weeks"). In such "square off" 
deals, which have been undertaken both on the bank's own 
investment account and on PMS clients account, no delivery of 
shares was taken or given, for the purchase or sale respectively. 

8. SGL transfer forms 


8.1 During the period from April 1991 to May 1992, in 37 
instances SGL transfer forms issued by the bank in respect of its 
sale transactions in securities were returned by the PDO of the 
RBI on account of insufficient balance in its SGL account. In 
five of these cases, the SGL transfer forms were issued by the 
bank against the BRs of other banks held by it. Though in a few 
cases dishonour of SGL transfer forms issued by the bank was on 
account of dishonour of SGL transfer forms received from other 
banks (against which the bank had issued its SGL transfer forms), 
the bank had not reported the same to the RBI as required. In a 
number of cases, the bank has not relodged the dishonoured SGL 
transfer forms with the PDO. Instead, it has settled the matter 
with counterparty banks by exchanging the SGL transfer 
forms/repurchasing the security. 

8.2 (i) On 15 November 1991 Grindlays sold to Standard 
Chartered Bank (Stanchart) 9.25% 601 Loan 1992 security of face 
value Rs.28 crores through HPD without obtaining contract note. 
Against the above sale Grindlays delivered to Stanchart an SGL 
transfer form issued by Bank of Karad (BoK) on 23 May 1991 and 
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outstanding with it. This S6L transfer form had bounced twice on 
1 June 1991 and 8 June 1991 on account of insufficient balance in 
the S6L account of BoK with PDO, RBI. There is no r »8son why 
6rindlays should have issued in respect of it* sale, an SGL 
transfer form issued in its favour by some other bank instead of 
Issuing its own SGL transfer form or a BR. In effect, the 
transaction amounted to a short sale of security by Grindlays. 
It is also not clear how Stanchart accepted the SGL transfer form 
of another bank for its purchase of security from Grindlays. 

(ii) As per the deal slip and the cheques issued by the bank 
for its purchase from BoK on 23 May 1991, the counterparty was 
originally Andhra Bank which was scored off by the bank and 
substituted by BoK. Neither the broker's contract notes, nor 
cost memos for the said transactions were available. This change 
of counterparty was not reported by the dealer to the General 
Manager, Investment Banking as required in terms of internal 
guidelines dated 18 June 1990. 

(iii) Stanchart has since filed a suit against Grindlays in 
London on 27 November 1992. 

8.3 (i) On 27 March 1991 the bank purchased 11.5% GOI Loan 2006 
of face value Rs.20 crores from CBMF through the broker HPD 
against receipt of SGL transfer form. The SGL transfer form 
lodged by the bank with the POO of RBI on 3 April 1991 was 
returned by the PDO on 4 April (received by Grindlays on 11 April 
1991) due to insufficient balance. 

(ii) On 8 April 1991 the bank sold the said security to 
Andhra Bank, the broker being HPD. The bank issued its SGL 
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transfer form to Andhra Bank which was lodged by the latter on 9 
April 1991. The SGL transfer form issued by Grindlays bounced as 
the SGL transfer form received by it from CBMF also bounced. The 
SGL transfer form of CBMF was relodged by Grindlays on 13 May 
1991, but it again bounced due to insufficient balance. The SGL 
transfer form of Grindlays was relodged by Andhra Bank on number 
of times and it bounced every time. 

(iii) According to Grindlays no f.urther records are 
available with it in this regard. However, the fact remains that 
according to its books, Grindlays has not effected delivery to 
Andhra Bank against its sale nor has it received delivery from 
CBMF against its purchase. 

(iv) It has subsequently transpired that the SGL transfer 
form duly marked "cancelled" was "received back by CBMF in or 
around May 1991", but that Grindlays had not received payment 
therefor. 

(v) Grindlays has added that it was advised by Andhra Bank 
that the latter purchasedthe security on behalf of HPD. The 
bounced SGL transfer form was reported to have been given back to 
HPD by Andhra Bank. Grindlays has not received back this SGL 
form duly cancelled. 

(vi) The SGL transfer form issued by CBMF on 27 March 1991 
to Grindlays was against a purchase of 11.5% GOI Loan 2006 for 
Rs.22 crores (face value) on 20 March 1991 from Stanchart for 
which CBMF did not receive either an SGL transfer form or a BR 
from the latter. Thus the sale to Grindlays by CBMF on 27 March 
1991 was. without any backing of security. 



(vii) In the books of Andhra Bank, the following further 
transactions done on behalf of HPD in respect of this security 
are recorded 


Date Purchased from 

Rate 

(Rs.) 

Date 

Sold to 

Rate 

(Rs.) 

Remarks 

“ 

- 

8.4.91 

Citibank 

102.80 

Andhra Bank issued 

SGL transfer form. 

31.5.91 Citibank 

102.71 

31.5.91 

Hongkong 

Bank 

102.25 

Andhra Bank received 
back its SGL transfer 
form from Citibank 
and issued a fresh 

SGL transfer form to 
Hongkong Bank. 

1.7.91 Hongkong 

Bank 

102.55 

1.7.91 

Stanchart 

102.55 

Andhra Bank received 
back its SGL transfer 
form from Hongkong 
Bank and issued three 
fresh SGL transfer 
forms (splitting the 
amount) to Stanchart. 

25.7.91 Stanchart 

Face Value 

Rs.10.50 crs. 

101.35 




All the 3 SGL trans¬ 
fer forms issued to 
Stanchart have been 
received back. 

1.8.91 Stancharc 

Face Value 
Rs.9.50 crs. 

102.20 

- 

- 

- 

- 

(viii) In the 

holding 

register on account of 

the broker HPD 


in Andhra Bank, the same security of Rs.20 crores was sold by 
Andhra Bank to HPD on 2 August 1991 "free”, and it presumably 
thereby returned Grindlay's SGL transfer form to HPD. 


(ix) In effect, the trading in the security throughout the 
period from 20 March 1991 to 1 August 1991 was without the 
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backing of security. The broker was apparently accommodated, 
during the period from 20 March 1991 to 8 April 1991. 

(x) In the records of Stanchart, a photocopy of an S6L 
transfer form for Rs.22 crores (face -alue) of 11.5% 601 Loan 
2006 duly signed by two officials of CBMF as buyer, and showing 
Stanchart as seller but unsigned by the latter, has been found. 
There is no explanation from either CBMF or Stanchart about the 
relative SGL transfer form. 

9. Deals in PSU bonds 

9.1 The bank made the following transactions in P „ ^ bonds 
involving brokers R.K. Chari, Chandrakala 4 Co., Fairgrowth 
Financial Services Ltd. (FGFSL) and NHB as players. 

9.2 On 6 April 1992 the bank sold to NHB PSU bonds (9% PFC, NTPC 
and REC bonds) for an aggregate face value of Rs.20.764 crores 
and aggregate contract value of Rs.19.08 crores. It issued 5 BRs 
serially numbered 262 to 266 and is reported to have delivered 
the BRs to NHB without acknowledgement. On the same day, the 
bank has bought from NHB 9% MTNL bonds of the face value of Rs.20 
crores and contract value of Rs.19.24 crores. In both the 
transactions R.K. Chari was the broker. Physical delivery of the 
MTNL bonds is said to have been made at Delhi by Chandrakala 4 
Co. on behalf of NHB. 

9.3 These two transactions were netted off ind in settlement a 
sum of.Rs.15.52 lakhs was paid to NHB. In the books of NHB there 
were no such transactions with Grindlays or any record of 
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Chandrakala & Co. having been authorised to make delivery. NHB 
is holding the sum of Rs.15.52 lakhs in its sundry deposit 
account. 

9.4 Again on 11 April 1992, Grindlays purchased 9% MTNL bonds of 
the face value of Rs.25 crores at the rate of Rs.755.7100 from 
NHB. The cost memo from NHB for the said transaction is not 
available at Grindlays. The cost price for the said purchase is 
Rs.19.11 crores. Delivery of MTNL bonds is said to have been 
made by FGFSL to the Delhi branch of Grindlays along with an 
unsigned covering letter. 

9.5 On 13 April 1992 both the sale transactions entered into on 
6 April 1992 and the purchase transaction entered into on 11 
April 1992 were reversed, at Rs.19,11,48,714.66 and 
Rs.19,11,46,215.75 respectively. While the reverse purchase of 
PSU bonds was done through the broker Chandrakala & Co., the 
reverse sale of MTNL bonds was a direct deal. After netting 
these transactions, Grindlays issued an RBI cheque for a sum of 
Rs.2498.91 on 13 April 1992 to NHB. This cheque has been found 
lying unaccounted, in the drawer of the dealer in NHB. 

9.6 It transpires that the purchase of MTNL bonds on 6 April 
1992 by Grindlays represents reversal of an earlier sale 
transaction in the same security concluded by Grindlays on 26 
February 1992 with NHB through the broker R.K. Chari. 

10. Transactions undertaken at HSM’s behest 

10.1 There is evidence to show that dummy transactions were put 
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through by Grindlays at the request of HSM. One such series of 
transactions is detailed in the following paragraphs : 

10.2 (i) On 22 February 1992 NHB purchased from S81, 11.51 GOI 
Loan 2008 of face value Rs.100 crores for Rs.100.62 crores. The 
payment made to S81 was credited in SBI to the account of HSM. 
SBI did not deliver the securities or issue a BR. 

(ii) NHB in turn sold the securities to SBI Caps on the same 
day and issued its BR. SBI Caps then sold the securities to 
Grindlays and issued its BR No.316. In both these transactions 
HSM was the broker. 

(iii) On 6 April 1992, Grindlays sold the securities to UTI 
for Rs.96.94 crores and issued its BR No.268. This sale was also 
made through HSM. 

(iv) Between 10 April 1992 and 13 April 1992 Grindlays 
issued four RBI cheques for a total sum of Rs.97.41 crores in 
favour of UTI and debited this amount to HSM’s account with 
Grindlays. UTI returned the BR No.268 duly discharged through 
HSM. 

(v) HSM wanted Grindlays to issue against this BR No.268, a 
BR in favour of SBI. However, Grindlays had in its records 
already cancelled its BR No.268 against SBI Caps BR No.316. 

(vi) To accommodate HSM, Grindlays booked the following dummy 
sale and purchase transactions. On 16 April 1992, it purchased 
11.5% GOI Loan 2008 of face value Rs.100 crores from SBI Caps and 
sold the same to SBI for an identical price. No payment was made 
or received. The purchase from SBI Caps was shown as supported 
by the return of its BR No.268 and the sale to SBI was supported 
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by a fresh BR No.360 issued in favour of SBI. This BR was not 
delivered to SBI. 

(vii) On 18 April 1992 Grindlays purchased 11.5% GOI Loan 
2008 of face value Rs.100 crores for Rs.97.99 crores from SBI and 
supported this by a cancellation of its BR No.360 shown earlier 
as issued to SBI. The payment made to SBI was utilised to adjust 
the dues from HSM to SBI in SBI books and was in reimbursement of 
the payment earlier made by HSM to DTI. The payment of Rs.97.99 
crores by Grindlays forms part of the payments aggregating 
Rs.574.76 crores made to SBI, referred to in Chapter 7.1 of the 
first Report of the Committee. 

11. Deals on behalf of Esanda Finanz & Leasing Ltd, 

11.1 The bank was entering into sale and purchase transactions of 
Units of UTI 1964 on behalf of Esanda. In the bank’s records, 
sale of Units was shown as effected to Esanda, for which the bank 
issued BRs against receipt of funds from Esanda. On the dates 
when the funds were due to be returned to Esanda’s clients, 
Grindlays made purchases of the Units from Esanda by liquidating 
the concerned BRs and credited Esanda's current account in its 
books. There are however no written instructions from Esanda to 
Grindlays about the manner of deployment of its funds. These 
sales and purchases were basically of buy-back nature. 

11.2 During the period 1 April 1991 to 29 May 1992, the bank’s 
total sales to Esanda were of the order of 15 crore Units of the 
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sale value of Rs.208.1 crores for which BRs were issued to 
Esanda. It purchased back an equal number of Units valued at 
Rs.212.4 crores against which its BRs were liquidated. These 
were only book entries inasmuch as no physicals were exchanged 
except for one occasion on 29 May 1992 on which the bank 
delivered 5 lakh Units to Esanda. The buy-back arrangements are 
in contravention of RBI guidelines. 

12. Conclusion 

The findings detailed in earlier paragraphs show that 

12.1 Grindlay's securities transactions were often conditioned by 
the special relationship which broker HSM enjoyed with Grindlays. 
This relationship enabled HSM to "route” his securities 
transactions through Grindlays, to ask Grindlays to undertake 
"put through transactions" for his benefit and to enjoy 
unauthorised overdraft facilities. 

12.2 In consequence of the above facilities extended to HSM, 
Grindlays have credited bankers/RBI cheques drawn in its, favour 
to HSM's account without any covering notes from the issuing 
banks and has operated HSM's current account for transactions 
which are recorded in its books as being with other 
counterparties. In doing so, Grindlays in a sense, lent its name 
and counterparties believed they were dealing with Grindlays, 
when in fact they were dealing with HSM. It has also put through 
a number of dummy securities transactions on HSM's behest. 

12.3 Grindlays has borrowed and lent equities from and to 
different brokers, though on a modest scale, to facilitate 
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settlements and also for onward lending to broker HPD. It has 
also acted as an unofficial broker for HPD in buying (from other 
brokers) equities in comparatively smaller lots and selling the 
same to HPD in Varger lots. In doing so, it has exposed itself 
to a loss when it was left with unexecuted contracts of sale to 
HPD which were frustrated due to non-payment of consideration by 
HPD when the market suddenly collapsed. Grindlays has also done 
badla financing in violation of RBI guidelines. 

12.4 Grindlays has entered into a number of transactions in PSU 
bonds ostensibly with NHB through several brokers but there are 
no corresponding entries for these transactions in NHB’s books. 

12.5 Grindlays has entered into several purchase and sale 
transactions with Esanda on a buy-back basis in contravention of 
RBI guidelines. These transactions appear to be only in the form 
of book entries with no physicals being exchanged. 

12.6 Grindlays has also violated or circumvented most of the RBI 
guidelines on the operations of PMS, 
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ANNEXURE 


(See paragraph 7.2) 


List of equities sold by ANZ Grindlays Bank to Hiten 
Dalai (HPD) at a rate very much above the market rate 


Sr. Date of 

Name of the scrip 

Quantity 

Rate at 

Market 

rate 

Approximate profit 

No. Sale 


sold 

which 

(Range) 


earned by bank 




sold 

(Rs.) 


i.e.loss of HPD 




(Rs.) 



(Rs.in lakhs) 

1. 29.4.91 

Laxmi Machine Works 

500 

5000 

3900 - 

4100 

4.50 

2. 29.4.91 

Laxmi Machine Works 

500 

5000 

3900 - 

4100 

4.50 

3. 9.5.91 

Bhadrachalam Papers 

1.02.000 

180 

160 - 

170 

10.20 

4. 21.5.91 

M.R.F. Tyres 

15,000 

625 

550 - 

560 

9.75 

5. 21.5.91 

Madras Cement 

5,025 

6000 

4500 - 

4625 

69.09 

6. 11.6.91 

Escorts Ltd. 

75,000 

170 

150 - 

151 

14.25 

7. 11.6.91 

M.R.F. Tyres 

20,000 

700 

550 - 

565 

27.00 

8. 18.6.91 

Ipitata Sponge 

1,50,000 

62.50 

53.50 - 

55.50 

10.50 

9. 28.6.91 

Escorts Tractors 

75,000 

175 

122.50 - 

140 

26.25 

10. 20.11.91 

Apollo Tyres 

6,00,000 

165 

137 - 

143 

132.00 

11. 20.11.91 

Gujarat Ambuja Cement 

3,00,000 

325 

265 - 

275 

150.00 

12. 29.11.91 

Telco Ltd. 

1,00,000 

325 

282.50 - 

287.50 

37.50 

13. 29.11.91 

Telco Ltd. 

1,00,000 

325 

282.50 - 

287.50 

37.50 

14. 20.12.91 

Hoechst India 

1,22,000 

696 

530 - 

580 

141.52 

15. 20.12.91 

J.K. Industries 

2,50,000 

174 

135 - 

145 

72.50 

16. 20.12.91 

Castrol 

72,000 

711 

577.50 - 

593.75 

84,42 

17. 7.2.92 

HMG Industries 

1,00,000 

90 

80 - 

87.50 

2.50 

18. 19.2.92 

Essel Packaging 

1,80,000 

120 

80 - 

100 

36.00 


869.98 
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V. Andhra Bank Financial Services Ltd. 


1, Reference has been made in the second Report of the 
Committee (Chapter VII) to the Andhra Bank Financial Services 
Ltd. (ABFSL), a wholly-owned subsidiary of Andhra Bank. 

2.1 ABFSL is a company incorporated in February 1991 under the 
Companies Act, 1956 with an authorised capital of Rs.10 crores 
and a paid-up capital of Rs.5 crores. 

2.2 Its operations are governed by the terms and conditions on 
which approval was granted to Andhra Bank for formation of the 
subsidiary. These terms and conditions inter-alia provide that 
"the subsidiary shall confine itself strictly to equipment 
leasing, hire purchase and merchant banking business and 
activities purely incidental thereto. It shall not carry on any 
other business set out under Section 6(1)(a) to (n) of the 
Banking Regulation Act, 1949 without the specific prior approval 
of the Reserve Bank". 

2.3 Section 6(l)(a) to (n) of the Banking Regulation Act, 1949 
lists inter-alia the following businesses : 

i) borrowing, raising or taking up of money; 

ii) lending or advancing of money; 

iii) buying or discounting of bills; and 

iv) dealing in securities. 

In view of the terms of RBI approval, it was not permissible 
for ABFSL to undertake these activities unless they were 
incidental to the business of equipment leasing, hire-purchase or 
merchant banking. It will be evident from the subsequent 
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paragraphs that ABFSL in effect carried on these activities not 
as incidental to approved business but as independent activities. 

3.1 ABFSL commenced its business activities from i July 1991. 
it mobilised its deposits mainly through its branches at New 
Delhi, Madras and Bombay and deployed its funds mainly through 
its branches at Bangalore and Bombay. 

3.2 As per the audited Balance Sheet of the company as at 31 
March 1992, ABFSL had unsecured loans of Rs.210.81 crores 
(consisting of fixed deposits Rs.6.67 crores and inter-corporate 
deposits Rs.204.14 crores) and owned funds of Rs ™ 41 crores; 
thus, the aggregate available funds were Rs.218-.22 crores. These 
funds were deployed as under 


(Rs.in crores) 

Investments 129.57 

Balances with Andhra Bank 31.19 

Bridge loans against capital issues 5.11 

Leased assets 3.53 

Stock on hire under Hire Purchase Agreements 1.38 

Other assets (net) (2.56) 

218.22 


3,3 Thus, apart from marginal investments in leased assets and 
hire purchase asse‘ts, the bulk of the funds were either invested 
In securities or were placed with Andhra Bank. The funds placed 
with Andhra Bank as at 31 March 1992 were substantially withdrawn 
in the first fortnight of April 1992 and were possibly intended 
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to boost the deposits of that bank as at 31 March 1992. 

41 Of the unsecured loans of Rs.210.81 crores, Rs.204.14 crores 
represented inter-corporate deposits collected by ABFSL. The 
period for which the deposits were accepted ranged from one day 
to one year, and the interest paid on these deposits has ranged 
from 10.5% to as high as 37.5%. However, in addition to these 
inter-corporate deposits ABFSL also offered an "Investment 
Service" to its clients, under which it accepted short-term funds 
for deployment in securities. The total funds so collected and 
outstanding on 31 March 1992 were Rs.310.91 crores. These funds 
were presumably placed with ABFSL for investment purposes and 
therefore have not been reflected in ABFSL books as borrowings. 
However, the correspondence with the depositors, the form of 
receipt issued and the internal documentation make it quite clear 
that these were in fact deposits where the rate of interest and 
the period of the deposit were agreed with the client. There 
does not appear to have been any transfer of securities to the 
client on the sale of the securities by ABFSL, but only Security 
Receipts have been issued. ABFSL has been receiving/holding BRs/ 
Security Receipts issued to it by various entities with whom its 
funds are deployed, against the Security Receipts issued by it. 

4.2 The Security Receipts issued by ABFSL were presumably for 
the sale of securities like Units or public sector bonds but 
there are instances where even the securities are not specified. 
Thus:- 

(i) O.i 3 January 1992, ABFSL, New Delhi, wrote to 

Director Finance, HUDCO Ltd. referring to a telephonic 
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confirmation dated 2 January 1992 "for investing 
through us an amount of Rs.50 crores in various money 
market assets so as to generate a composite yield of 
around 18.00% p.a. for a holding period of 45 days 
starting 3 January 1992". There is an endorsement on 
the letter addressed to the Managing Director, ABFSL, 
Hyderabad which reads "A sum of Rs.48 crores 
transferred to Bangalore and Rs.2 crores to Bombay. 
Please arrange to courier Bank Receipt to HUDCO 
/ WITHOUT / giving details of securities etc. under 
advice to us'". 

(ii) On 2 January 1992, ABFSL, New Delhi accepted a 
similar deposit of Rs.60 crores from HUDCO Ltd. with 
similar endorsement to the Managing Director. 

(iii) In both cases, the letters from HUDCO forwarding 
the cheques for Rs.50 crores and Rs.60 crores state 
"Please arrange to invest the above amount today for 
the period of 45 days 818% (18.5%) p.a. and acknowledge 
receipt". 

(iv) In both cases, the Security Receipts issued by 
ABFSL state that amount is received "for investment in 
various money market securities". 

4.3 The ’Security Receipt* issued by ABFSL is similar to a 
"Banker's Receipt". It states that "the securities will be 
delivered when ready in exchange of this receipt duly discharged 
and in the meantime the same shall be held on account of" the 
client. Often these receipts were issued only after the 
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transactions were completed and the monies refunded. Thus, ABFSL 
Hyderabad sent only on 19 December 1991, to its New Delhi Office, 
receipts for delivery to Power Finance Corporation in respect of 
the following deposits : 


Date of 

Amount 

Period of Due date 

receipt 

(Rs. in 

depos1t 


of funds 

crores) 

(no.of 




days) 


10.9.1991 

5.47 

91 

10.12.1991 

13.9.1991 

3.13 

52 

4.11.1991 

17.9.1991 

9.28 

70 

26.11.1991 

21.9.1991 

6.86 

83 

13.12.1991 

24.9.1991 

6.00 

80 

13.12.1991 

4.10.1991 

6.25 

74 

17.12.1991 

19.11.1991 

54.20 

30 

19.12.1991 

5. The bulk 

of the funds 

collected by 

ABFSL has been from 

public sector 

enterprises as 

is seen from an analysis of the 

"inter-corporate deposits" 

and "securities transactions" 

outstanding on 

31 March 1992. 




Inter-corporate 

Securities transactions 


deposits 




Amount 

Percentage 

Amount Percentage 


(Rs.in 


(Rs. in 


crores) 


crores) 

Public Sector 




Enterprises 

186.89 

91.55 

163.04 52.44 

Others 

17.25 

8.45 

147.87 47.56 

Total 

204.14 

100.00 

310.91 100.00 
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6.1 A substantial portion of the funds raised has been p£ssed on 
to three parties namely, Fairgrowth Financial Services Ltd. 
(FGFSL), Hiten P. Dalai and Standard Chartered Bank presumably 
under ready-forward transactions. However, there is in most 
cases no evidence to show that there was a genuine purchase and 
sale of securities or delivery of the same but on the contrary, 
the internal documentation suggests that these were merely 
deposits of funds for specified periods at an agreed rate of 
interest. In fact, there is in most cases an exact identity 
between the funds received by ABFSL from its clients and the 
funds made available to these parties and also a fairly 
consistent margin between the rate of interest allowed to the 
client and the rate of interest received by ABFSL from these 
parties. 

6.2 The fact that the ready-forward transactions with 
counterparties were in reality deposits at pre-determined rates 
is evident also from the rates at which transactions were 
effected. Thus, on 12 November 1991, ABFSL purchased from FGFSL 
185 lakh Units 8Rs.13.5135 for a total value of Rs.25 crores. On 
the same day it sold to FGFSL 185 lakh Units §Rs.l4.4717 for 
delivery on 10 March 1992 for a total value of 
Rs.26,77,27,739.72. The transaction was therefore merely a 
deposit of Rs.25 crores with FGFSL for 119 days 821.75%. 

7.1 During the period from 24 July 1991 to 29 May 1992, the 
Bangalore branch deployed an aggregate amount of Rs.913.01 crores 
under 127 contracts. All these contracts were with F6FSL. 
Though presumably ready-forward transactions, there was no 
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exchange of securities and the payments were only supported by 


Security Receipts issued by F6FSL. The contracts were for 
various periods and the maximum amount of outstanding contracts 
during the period aggregated Rs.407.50 crores (on 24 January 
1992). 


7.2 During the period from 31 August 1991 to 26 May 1992, ABFSL 
as a whole (including its Bangalore branch) deployed through 229 
contracts an aggregate sum of Rs.1731.80 crores. The parties with 
whom these funds were deployed are summarised below: 

Name of counterparty No.of Percen- Aggregate Percen- 

cont.racts tage value (Rs. tage 


in crores) 

FGFSL 

124 

54.15 

894.81 

51.67 

Hiten P. Dalai 

54 

23.58 

361.55 

20.88 

Standard Chartered Bank 


4.81 

314.02 

18.13 

National Housing Bank 

2 

0.87 

31.02 

1.79 

Earmarked against ABFSL’s 





own securities 

11 

4.80 

8.15 

0.47 

Other parties 

27 

11.79 

122.25 

7.06 


229 

100.00 

1731.80 

100.00 

It will be seen that 781 

in number 

and 73% 

in value 

of the 


contracts were only with FGFSL and broker Hiten P. Dalai. 

8.1 The modus operandi intended to be used by ABFSL and FGFSL 
for the transactions between them is best illustrated by a letter 
ref :FGFSL:RQ:1014:91 dated 4 February 1991 addressed by FGFSL to 
the Chairman, Andhra Bank, Hyderabad and marked for the attention 
of Shri Y.Sundara Babu, Deputy General Manager, who after the 
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formation of ABFSL became its Managing Director. The letter from 
FGFSL was issued by Shri R.Lakshminarayanan, Director (Finance & 
Administration). 

8.2 This letter, after referring to a discussion with Shri Y. 
Sundara Babu lists the services which FGFSL can render to ABFSL 
and states that - 

"Fairgrowth Financial Services Limited proposes to deal 
actively in major money market securities like 
Government securities, Guaranteed bonds, Units of UTI, 

Tax Free/Taxable Public sector bonds. Treasury Bills, 
Commercial Paper, Certificate of deposits, etc. Your 
Bank will act as .our Bankers for carrying out the money 
market operations on our behalf. The broad 
requirements of this activity are given in Annexure 2". 

8.3 Annexure 2 made inter-alia the following proposals : 

- "As part of the Money Market operations we intend 

to carry out the following functions : 

* match-making in securities for a spread 

* Portfolio Management for Public/Private 
corporate sector clients backed by the 
aforesaid financial assets 

* Conducting Buy-Sell operations in financial 
assets on behalf of Public/Private corporate 
clients. 

Our experience in the Money Market shows that this 
market is by and large a ’Bank/Money Receipt Market* 
rather than a ’Physical Securities Market*. Security 


148 



purchase and sales are conducted in the Market place on 
the basis of ’Bank/Money Receipt’ according a right or 
the within mentioned securities and these Receipts are 
exchanged for physical assets/SGL only after a 
considerable lapse of time. 

Further, as we propose to mobilise surplus funds from 
Public/Private Corporate Sector, we reckon that we may 
encounter situations wherein the client may be willing 
to provide in funds for management but may be prevented 
by the restrictive covenants of their investment 
guide!ines. 

To overcome such procedural difficulties, we hereby 
propose that your bank act as our Bankers for carrying 
out the Money Market operations on our behalf. The 
broad requirements of such a role are listed here 
under t 

a. To receive Bank/Money Receipts in your name, 

In respect of Securities purchased by us. 

Payment will be made by you to the debit of 
our account with you. 

b. To issue YOUR Bank Receipt in respect of 
securities sold by us. Sale proceeds 
received will be credited by you to our 
account with you. 

c. To make offers of Purchase/Sale to our 
clients in your own name, on our behalf. 
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d. To make offers to manage surplus funds of 
our clients in your own name, on our behalf. 

e. To extend quotations and to respond to 
tenders in respect of Private Placement 
Issues of Public Sector Bonds and/or 
investment proposals, in your own name 
on our behalf.” 

'he Annexure then listed out the back up commitments by FGFSL and 
the remuneration proposed. 

The back up commitments proposed by FGFSL were as follows : 

"* in respect of match-making proposals, we undertake 
to square off the transactions on the same day 
where offers of Purchase/Sales have been made by 
you on our behalf, reverse tie-up will be extended 
by us. For (ex) where an offer of purchase has 
been made by you on our behalf to X Ltd., we shall 
make an offer of purchase from you at a rate which 
is equal to the rate quoted by you to X Ltd. 

* where offers to manage the surplus funds of our 
clients have been made by you, on our behalf, we 
shall provide you reverse tie-up for such 
transactions 

* where quotations have been extended or tenders 
responded to by you on our behalf, back up 
quotation will be provided by us to you." 

8.5 The remuneration proposed was 25t of the realised spread in 
respect of purchase/sale offers and quotations/tenders, and a 
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minimum spread of 0.10% per annum for offers to manage surplus 
funds. 


9.1 The fact that actual dealings between ABFSL and FGFSL were 
on the lines contemplated in the letter of 4 February 1991 is 
illustrated by the following transactions. 

9.2 On 13 March 1992, Shri Tharian Chacko, Senior Vice 
President, Bangalore office wrote to the Managing Director, ABFSL 
regarding a subscription of Rs.25 crores by ABFSL to 9% tax free 
bonds issued by National Power Transmission Corporation (NPTC). 
This letter stated that :- 

(i) On 10 March 1992, ABFSL had received from NPTC the 
allotment letters for Rs.25 crores. 

(ii) The bonds were subscribed at the rate of 86/100 
and the equivalent of Rs.21.50 crores was placed by 
NPTC with ABFSL 813.75% for a period of one year as 
inter-corporate deposit with interest payable half- 
yearly. The deposit was to mature on 10 March 1993. 

(iii) The funds received from NPTC were placed together 
with a difference in sale price of 0.50/100 with FGFSL 
for a period of 12 months for an aggregate value of 
Rs.21.625 crores. 

(iv) "Two contracts in continuation R/F against units" 
were made, the first contract to fall due on 30 
September 1992 and the second contract to fall due on 
10 March 1993. The rate of return was 14.75%. 
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(v) Xerox copies of the memoranda of sale and purchase 
and security receipts were enclosed. As bonds of Rs.5 
crores were to be offered to the public, the sale 
contracts were for "Rs.20 crores (outright) @86.50/100" 
and for "Rs.5 crores R/F for 90 days due on 08/06/92 
§86.50/100". 

(vi) The documents enclosed included :- 

a security receipt No.S.R. 625/91-92 dated 
10 March 1992 issued by FGFSL and signed by 
Shri R.Ganesh for 149,00,000 Units 
§Rs.14.51342. 

FGFSL’s memorandum of purchase dated 
30 September 1992 (i.e. post-dated) 
signed by Shri R.Ganesh for 
160,00,000 Units PRs.15.02 for delivery 
on 10 March 1993. 

FGFSL’s memorandum of sale dated 
30 September 1992 (i.e. post-dated) 
signed by Shri R.Ganesh for 160,00,000 Units 
@Rs.l3.5156 and stating "delivery through 
Security Receipt SR No.626/91-92" (i.e. the 
next consecutive number to the security 
receipt No.625/91-92 issued on 10 March 1992.) 

Thus the funds amounting to Rs.21.50 crores received from 
NPTC were passed on to FGFSL and fictitious paper work created to 
show a ready-forward transaction in Units. 

10. The letter dated 4 February 1991 (referred to in paragraph 8 
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above) ard the subsequent conduct of ABFSL and FGFSL clearly 
suggest that 

(i) ABFSL was acting merely as a cor.duit for the 
diversion of funds mainly from public sector 
enterprises to FGFSL; 

(ii) the public sector enterprises were really the 
clients of FGFSL who must have arranged for the funds; 

(iii) this device was used to circumvent the restrictive 
covenants of the investment guidelines of those 
institutions and the procedural difficulties; 

(iv) the money market was viewed as a "Bank/Money 
Receipt Market" rather than a "Physical Securities 
Market" and therefore transactions were made merely by 
exchange of Bank Receipts (with no assurance of the 
existence of underlying securities) and not by physical 
transfer of securities; 

(v) the so-called "ready-forward" transactions were no 
more than a facade for the receipt of deposits from 
public sector enterprises for fixed periods and at 
fixed rates of interest and for the diversion of those 
funds to FGFSL again for fixed periods and at fixed 
rates of interest. 

11. The modus operandi of the transactions with other parties 
particularly broker Hiten P. Dalai is not as candidly documented 
as in the case of FGFSL but the internal documentation of ABFSL 
can only lead to the conclusion that the nature of the 
transactions between ABFSL and these parties was no different 
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from the nature of the transactions between ABFSL and FGFSL. 
This can be clearly seen from the following extracts from the 
"Daily Transaction Reports" submitted by the Bombay Branch to the 

Managing Director, ABFSL, Hyderabad. 

"To, From : 

The Managing Director Andhra Bank Financial 

Andhra Bank Financial Services Ltd Services Ltd 

Hyderabad Bombay 


Transaction 


Our 

Ref. 

No. 

Funds received from 

Amount 

(Rs.in 

crores) 

Centre/ 
Orgn. and 
Repayment 
from 

No. 

of 

days 

Rate 

of 

Return 

6/92 

NDL/KRIBCO 

236 

22 

25.00 

7/92 

HYD/NMDC 

30 

19 

2.15 

8/92 

BOM/NPC 

90 

21 

25.00 

9/92 

HYD BDL 

30 

19.5 

4.00 

10/92 B'lore FGFS 1 


15.00 


11/92 (BSES FGFS 
Funds) 

of date 18/2 22.50 


Report - 6.4.1992 (Rs.in crores) 


Funds deployed Amount 

- (Rs.in 


Through/ 

Remitted 

to 

No. 

of 

days 

Rate 

of 

yield 

Due 

Date 

crores) 

FGFS 

15 

24 

21/4 

25.01 

BSG 

30 

21 

6/5 

2.15 

HPD 

90 

22 

5/7 

25.00 

HPD 

30 

21 

6/5 

4.00 

SCB 

1 

22 

7/4 

15.00 

FGFS 

80 

22.5 

25/6 

22.48* 


* 'BSES reinvested their total yield of their reversal of Rs.22.05 crores 
for 80 days @ 21,5%. Please take this as new investment 11/92'." 


12. A letter dated 8 February 1992 addressed by the Bangalore 
Office of ABFSL to the Managing Director gives some details of 
ledger extracts of FGFSL where ready/forward deals have been 
entered into by FGFSL with various money market operators as also 
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the "nine of the operator fro* who* purchase or sale is 
effected". A large nu*ber of these names are of sharebrokers and 
it is obvious that the funds aade available by ABFSL to FGFSL 
have in turn becose available to these brokers. 

13.1 The absence of adequate securities to back ABFSL *s alleged 
ready-forward transactions has exposed it to the risk of loss 
arising fro* the counterparties' inability to reverse the 
transactions. 

13.2 As on 30 June 1992, ABFSL had 18 contracts outstanding at 
Bangalore branch and 18 contracts outstanding at Bombay branch 
with FGFSL for an aggregate value of Rs.170.34 crores and 
Rs.78.26 crores respectively aaking a total of Rs.248.60 crores 
for which reversals have not been effected by FGFSL. ABFSL holds 
against these contracts securities to the value of Rs.266.03 
crores. However, the following securities have been found to be 
forged/fabricated. 

(Rs.in crores) 


i) 

Units of UTI 

151.12 

11) 

9% HUDCO bonds 

45.00 

ill) 

9* NPTC bonds 

15.00 



211.12 


Less t Earnarked to AB Hones 

6.00 



205.12 


Against these forged/fabricated securities, FGFSL delivered 
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securities of Rs.101.59 crores before F6FSL was notified on 2 
July 1992 under the Special Court (Trial of Offences Relating to 
Transactions in Securities) Act, 1992 and securities of Rs.112.29 
crores after the notification. 


13.3 In this connection, it is interesting that before the 

forgery was detected in the circumstances explained in the 
Committee's second Report, according to a note submitted by Shri 
Y.Sundari Babu, Managing Director, ABFSL, Shri R.Ganesh, 

Asstt.Vice President, FGFSL had called on him on 24 June 1992 
pleading for the return of the Units lodged, stating that they 
were borrowed securities and on 25 June 1991, Shri R. 

Lakshminarayanan, Executive Director of FGFSL also met him and 
requested him not to liquidate any of these securities as the 
markets were very depressed. 

13.4 As at 30 June 1992, the Bombay branch of ABFSL had the 
following outstanding contracts with parties other than FGFSLr- 


Name of 
counterparty 


Aggregate Nature of 

value of security 

contracts 
(Rs.in crores) 


Aggregate 
face value 
of securities 
(Rs.in crores) 


Hiten P. Dalai 
V.B. Desai 

B.S. Gandhi 
National Housing 


140.27 

39.216 

2.50 

Bank 24.47* 


PSU bonds 
PSU bonds 
and equity 
PSU bonds 
BRs covering 
PSU bonds 


156.87 

40.006 

3.00 

26.50* 


206.45 


226.37 


6 Rs.9.56 crores outstanding as on 25 February 1993. 


Since repaid 
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14.1 The audited 

Balance Sheet of ABFSL as 

at 31 March 1992 

shows that it held 

the following investments 

Face Value(Rs.) 

: 

Book Value (Rs.) 

Kisan Vikas Patras 

- 

75,00,000 

Units of U.T . I. 

- 

65,65,36,151 

9* IRFC bonds 

5,09,59,000 

5,09,01,123 

9* PFC bonds 

27,05,00,000 

27,05,00,000 

9* SCICI bonds 

16,50,00,000 

16,50,00,000 

9 \ HUDC0 bonds 

2,70,28,000 

2,69,67,488 

9* NHPC bonds 

6,00,00,000 

6,00,00,000 

91 REC bonds 

57,84,000 

53,33,151 

13* NPC bonds 

5,30,00,000 

5,30,00,000 

1,29,57,37,913 


14.2 According to a certificate dated 15 June 1992 issued to the 
auditors of ABFSL by Shri Y.Sundara Babu, Managing Director* 
investments of Rs.62,82,37,913.36 were held by Bombay Office and 
investments of Rs.66,00,00,000 were held by Bangalore Office. 
Presumably the Kisan Vikas Patras of Rs.75,00,000 were held at 
its Madras Office. The certificate goes on to state that "We 
have as of date disposed of a majority of the above investments. 
Our Bombay Branch is holding investments of Rs.8,59,01,123/68 ps. 
and Bangalore Office is holding investments of Rs.21,50,00,000 
out of the investments as on 31.3.1992. We certify that the 
investments are physically available.” 
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14.3 It appears that the auditors have not visited the Bangalore 
and Bombay Offices and therefore have not verified the. 
investments. There are on the records of the Head Office of 
ABFSL* copies of confirmations obtained by the Bombay branch of 
investments held in safe custody account by Andhra BanK as on 28 
September 1991 and 12 December 1991. No such confirmation is 
available as at 31 March 1992. There is therefore no evidence to 
establish that the investments shown on the Balance Sheet as at 
31 March 1992 were in fact available with ABFSL. There is also 
no evidence and in fact* there are no details available to show 
what investments were available with ABFSL for purchases made 
under ready-forward deals and outstanding as on 31 March 1992. 

14.4 It will also be seen that the investments for which face 
values are shown in the Balance Sheet as at 31 March 1992 have 
book values which are almost the same as the face value. All the 
investments are unquoted but there must have been a considerable 
depreciation in realisable values of the investments 
(particularly for 13* NPC bonds - face value Rs.5.30 crores) for 
which no provision has been made in the accounts. 


158 



15. The financial position of liabilities and assets of ABFSL as 
at 30 June 1992 is as under 


(Rs.in crores) 


Pub!ic Deposits 
Inter-corpoarate Deposits 
Security Transaction Deposits 


7.85 

387.46 

119.32 


514.63 


Bridge Loans 

Leased Assets 

Stock on Hire 

Cash and Bank Balances 

Kisan Vikas Patra 


5.70 

3.52 

1.38 

18.62 

1.00 30.2 2 


Excess liability over assets 

other than securities 484.41 


Against the above, ABFSL holds securities of the face value of 
Rs.308.33 crores, whose market value is estimated at Rs.246.66 
crores. In addition, ABFSL holds 

(Rs.in crores) 




Amount 

(i) 

Shares lodged by F6FSL 
pending transfer 

22.97 

(ii) 

Bank receipts issued in 
favour of ABFSL 

10.00 

(iii) 

Additional securities 
lodged by FGFSL 

68.60 


16.1 ABFSL has confirmed that it is holding 13,50,000 shares of 
M/s.Gold Star Cements Ltd. and 324,720 shares of M/s.Solidaire 
India Ltd. for which it has no security transactions. The 
circumstances in which these investments are held have been 
explained by ABFSL as follows i 
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(i) "ABFSL arranged a loan of Rj. 2.00 crores to one 
Shri N.Krishna Mohan, Managing Director of M/s.Gold 
Star Steel Alloys Ltd., given by Sri Hiten P. Dalai. 

As a security Shri Krishna Mohan had delivered 
13,50,000 shares of M/s.Gold Star Cements Ltd. Shri 
Krishna Mohan repaid the principal amount including 
interest thereon amounting to Rs.22,15,140/- on 26 
October 1992 and requested for the return of shares 
lodged by him. The total amount of Rs.2,22,15,140/- was 
placed in fixed deposit with Andhra Bank in the name of 
the Custodian". 

(ii) "Loans aggregating Rs.40.50 lakhs were arranged to 
Sri A.N. Sinivasa Rao and Sri A.S. Ramana Prasad given 
by M/s.Fair Growth Financial Services Ltd., as a 
security they have delivered 3,24,720 equity shares of 
M/s.Solidaire India Ltd. They have not yet repaid the 
amount. We are holding the shares lodged by them. The 
matter was reported to the Custodian". 

16.2 It is seen that on 21 April 1992 and on 28 April 1992, HPD 
paid to ABFSL two amounts of Rs.l crore each out of his account 
with Andhra Bank. The receipt of the first amount is recorded in 
the carbon copy of the daily "transaction report" of 21 April 
1992 submitted by the Bombay branch to the Managing Director. 
This entry appears to have been inserted later in ink and records 
the receipt from HPD, the deployment by transfer by Telegraphic 
Transfer to Hyderabad, the assets as 'Gold Star'. There is no 
similar entry for the second amount received on 28 April 1992 in 
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the "transaction report" of that date. 

16.3 In the statements submitted to the Board of Directors at its 
meeting on 23 March 1992 is a statement showing "details of the 
underwriting/standby support given by the company since December 
1991 till March 15, 1992". This statement includes 
underwriting/standby support of Rs.50 lakhs for a right issue by 
M/s.Goldstar Steel and Alloys Ltd. with a remark "sanctioned 
Bridge loan for Rs.50 lakhs and acting as co. managers". 

16.4 ABFSL were managers to the rights issue, had provided 
underwriting/standby support, and had sanctioned a bridge loan to 


M/s.Goldstar 

Steel and Alloys Ltd. 

Further, 

(i) 

the funds 

had 

been 

routed 

through 

ABFSL^fJ|SL 

the shares 

were lodged 

with 

ABFSL 

and 

(iii) the 

repayment by 

Shri N.Krishna 

Mohan was 

to 


ABFSL and not to HPD. The above facts suggest that ABFSL had not 
"arranged" the loan but in fact had entered into "back to back" 
transactions whereby it had borrowed the funds from HPD and lent 
the same to Shri Krishna Mohan but had not recorded the 
transaction as a borrowing and a loan. 

17. On 30 March 1992 and on 6 April 1992, ABFSL received from 
Bombay Suburban Electric Supply Co. Ltd. (BSES) Rs.26.43 crores 
and Rs.22.485 crores respectively presumably for investment in 
Units, due for reversal on 29 June 1992 and 25 June 1992. These 
funds were passed on to FGFSL. These transactions were not 
reversed on the due dates. On a claim made by BSES, ABFSL has 
claimed that FGFSL was to make delivery of the Units. FGFSL 
initially claimed that Units had been delivered to BSES which 
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claim was denied by BSES. Later, F6FSL stated that the 
securities offered to 8SES were not accepted by them and it 
intended to earmark securities of Rs.40 crores for the benefit of 
BSES, Neither delivery has been made to date nor have the amounts 
been repaid to BSES, 

18. On the basis of the facts enumerated in earlier paragraphs, 
it is obvious that ABFSL acted as a conduit for the transfer of 
large sums mainly from public sector enterprises to the stock 
market by diverting these funds mainly to F6FSL (who in turn 
presumably deployed the funds with brokers) and to Hiten P. 
Dalai. This diversion was done on a pre-determined basis 
enunciated in FGFSL’s letter to Andhra Bank dated 4 February 1991 
and contrary to the purpose for whicn Andhra Bank was given 
permission by the Reserve Bank of India to float a subsidiary. 
This debasement of the true role of ABFSL appears to have been 
done with the full knowledge of and under the direction of the 
bank's top management. 

In fact the manner in which ABFSL has functioned since its 
inception would almost seem to suggest that ever since the 
subsidiary was formed, it has acted only for the benefit of FGFSL 
and Hiten P. Dalai . 
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VI. State Bank of Patiala 


1 Though State Bank of Patiala (SBP) is not faced with any 
problem exposure, the functioning ot the bank's treasury 
operations, particularly during March-April 1992, exposed the 
bank to a high risk. As on 31 May 1992 the bank held BRs of face 


value Rs.275 crores of 

National 

Housing 

Bank 

(NHB) (purchase 

price Rs.337.85 crores) 

relating 

to deals 

routed 

through broker 

Harshad S. Mehta (HSM) concluded 

between 21 

February 1992 and 

20 

April 1992. Details of 

these BRs 

are given 

bel ow 

: 



(Aaount in 

Rs. crores) 


Sr. Particulars of 

Face 

BR 

Issued Transact- 

Broke 

No. Investeent 

Val ue 

dated 

by 

ion 






Amount 


1. 182 days Treasury 

50.00 

21.2.92 

NHB 

48.00 

HSM 

Bills 






2. 3 crores Units of UTI 

30.00 

14.3.92 

NHB 

44.98 

HSM 

3. 1 crore -do- 

ioSSf 

16.3.92 

NHB 

14.98 

HSM 

4. 2 crores -do- 

20.00 

16.3.92 

NHB 

29.97 

HSM 

5. 6.5 crores -do- 

65.00 

13.4.92 

NHB 

99.77 

HSM 

6. 17t NTPC Bonds 

100.00 

20.4.92 

NHB 

100.15 

HSM 


275.00 



337.85 



However, NHB has since repaid the transaction amount of 
Rs.337.85 crores to the bank on 2 June 1992, 24 June 1992 and 6 
July 1992 and the BRs have been discharged and returned to NHB. 

2. An examination of the deals during the period indicates that 
an unwritten exposure lieit of Rs.25 crores per deal was being 
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maintained during the year 1991 though the Head Office had not 
framed any exposure limits. However, this unwritten limit was 
not observed in 1992, particularly in deals through HSM and with 
NHB, a completely new counterparty for SBP. The HAfision taken 
by the bank’s Investment Committee regarding deals with NHB on 13 
and 20 April 1992 deserves special' mention. The investments in 
Units/PSU bonds (non-SLR investments) were usually made out of 
the bank's surplus funds Which were around Rs.120 crores. In a 
departure from the practice of investing only from the bank’s 
surplus funds, the Investment Committee gave post facto approval 
on 16 April 1992 for purchase of 6.5 crore Units at l cost of 
Rs.,99.77 crores from NHB (deal date 13 April 1992) on an expected 
net gain of 21 per annum. Again, on 18 April 1992, the Committee 
approved purchase of 17* NTPC bonds of face value Rs.100 crores 
from NHB SRs.96.00 (deal dated 20 April 1992). Both the 
purchases were financed out of funds borrowed /■ from the call 
market at 42.5 per cent and 21 per cent per annum. 
Significantly, to pay for the purchase of 17*. NTPC bonds of face 
value Rs.100 crores from NHB, the bank borrowed Rs.60 crores from 
NHB itself. There was nothing on record to indicate how the bank 
anticipated a rise in the market price of the bonds within one 
month, - the period for which it intended to hold the bonds 
before selling them. 

3. Although SBP has claimed that the deals were outright 
purchases, as per the records of NHB these were ready forward 
transactions due for reversal in the first/last week of May 1992. 
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4. As Mentioned in Chapter VI, paragraph 5 (d) of the second 
Report of the Committee, SBP on the instructions of NHB had made 
the payment of Rs.44.98 crores, being the purchase price of Units 
of the face value Rs.30 crores, directly to SBI on 14 riarch 1992 
and the amount had been credited by SBI to HSM's account. The 
money paid by SBP to NHB for its purchases found its way to HSM's 
current account at SBI and ANZ Grindlays Bank. It would appear 
that the purchases by SBP of the securities from NHB were a part 
of a total arrangement whereby funds were made available to HSM. 
Incidentally, of an aggregate turnover of Rs.1450 crores in the 
bank's investment transactions between 1 April 1991 and 23 May 
1992 effected through brokers, the business routed through HSM 
was Rs.850 crores (59t). 
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Vll.Vijaya Bank 


1.1 The bank’s investment transactions in Government securities 
are handled by the Merchant Banking and Marketing Division 
(MBMD), Nariman Point, Bombay on the basis of instructions 
received from its Head Office located at Bangalore. The bank did 
not trade in Government securities except in Treasury Bills. 

1.2 The bank purchased Treasury Bills on several occasions on 
ready-forward basis from Discount & Finance House of India Ltd. 
(DFHI), e.g. on 18 and 28 June 1991, 1, 12, 26 and 29 July 1991, 
21 March 1992, 3 and 16 April 1992, without receiving the SGL 
transfer forms from DFHI. Similarly, reversals were done 
without issue of SGL transfer forms. As such, these purchases 
and sales have not been reflected in the SGL accounts at RBI of 
both the bank and DFHI. It was observed that the "deal 
settlement sheet" received from DFHI merely recorded a remark 
"Bills with DFHI". 

Portfolio Management Scheme (PMS) 

2.1 The bank started rendering PMS services (earlier called Cash 
Management Scheme) since January 1987 mainly to cater to the 
needs of public sector corporations, e.g., National Airports 
Authority of India and Pawan Hans Ltd. As the bank’s Investment 
Department was not geared to handle this activity, the funds were 
placed with Citibank, for a brokerage ranging from 1/4% to 3/4% 
per annum. Apart from the above arrangement, the bank also 
accepted and managed PMS funds by itself. The bank stopped fresh 
investment of PMS funds through Citibank on receipt of RBI 
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circular dated 18 January 1991 which specifically stated that 
only those banks with necessary expertise and organisational 
capability to handle \.ne services departmental 1 y should offer PMS 
to their clients . 

2.2 The Board of Directors at their meeting held on 22 June 1990 
approved the setting up of a Portfolio Management Committee (PMC) 
and empowered the Chairman & Managing Director (CMD) to 
constitute the said Committee comprising General Managers and Dy. 
General Manager and Divisional Manager of the Investment 
Management and Marketing Department (IM4MD). The proposals were 
put up to the Committee by IMJMD and the decisions of the PMC 
were placed before the CMD for his approval. 

2.3 The PMS funds were mobilised by the bank’s New Delhi 
(Barakambha Road) branch, and deployed through Bombay (Nariman 
Point) branch. The securities were held at Bombay (Nariman 
Point) branch and at Head Office in Bangalore. A scrutiny of the 
bank’s PMS operations revealed that the bank had not complied 
with several instructions/guidelines issued by RBI. 

i) The bank did not conduct PMS in the nature of consultancy/ 
management for a fee at customer’s risk. The same was conducted 
with an assured, pre-determined return to the client. 

ii) Though funds were accepted for periods exceeding a year, the 
bank agreed to disinvest the funds in durations of less than one 
year, e.g. in the case of Bharat Aluminium Co. Ltd. and 
International Airports Authority of India. 

iii) Although the bank was maintaining a client-wise record of 
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PMS funds accepted and investments made thereagainst, particulars 
of credits on account of realised interest, dividend, etc. and 
debits relating to the portfolio account were not reflected in 
the individual clients’ accounts. Periodical statements of 
accounts were not furnished to PMS clients. 

iv) Transactions between the bank's Investment Account and PMS 
clients' accounts were not put through at market rates. 

v) The bank did not have an approved list of brokers. Most of 
the PMS transactions were put through the Kotak group; the bank's 
exposure to this group was to the tune of Rs.53.64 crores (66.6%) 
out of the total PMS funds of Rs.80.50 crores as on 31 March 
1992 . 

3.1 The bank placed PMS funds aggregating Rs.20 crores with 
M/s.Kotak Mahindra Finance Ltd. (KMFL) at 15.751 p.a. on 8 August 
1990. The amount was credited to the overdraft account of KMFL 
at the bank's Bombay (New Excelsior) branch. In terms of the 
bank (MBMD)'s letter dated 8 August 1990 addressed to KMFL, the 
amount of Rs.20 crores was for investment in negotiable bills of 
exchange. The company was required to send the bills to the 
branch. It was observed from the books of the branch that the 
bi11 s/promissory notes lodged by the company for collection never 
aggregated Rs.20 crores on any day. Moreover, the first lot of 
bills aggregating Rs.4.11 crores was (as per the bank's PMS 
register) received only on 4 September 1990 though the entire 
Rs.20 crores had been disbursed on 8 August 1990. The deal which 
placed Rs.20 crores continuously for one year with KMFL, was 
therefore a clean advance to the extent of bills not lodged with 
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the bank. The bank did not have title to thi bills said to be 
held by the company and, as such, did not hold them as "assets" 
of its PMS clients. 

3.2 In January 1991, as per RBI’s instructions issued to all 
banks, deployment of PMS funds in bills was prohibited. However, 
the bank did not take any steps to withdraw the deployment with 
KMFL who repaid the amount only in August 1991. The bank's 
contention was that one of the reasons for not seeking refund 
from KMFL was the RBI guidelines which required that PMS funds 
should be placed for a minimum period of one year. This was not 
correct as the lock-in condition was applicable only between the 
bank and its PMS client. It is also observed that the 
arrangement with KMFL enabled the bank to circumvent RBI 
regulations in respect of bill discounting whereby only bills 
arising out of genuine trade transactions can be discounted. In 
the above case, the bills received for collection would have been 
scrutinised only in terms of the Letters of Credit under which 
they were drawn. It h .s been ascertained that KMIL had indeed 
discounted a few non-trade bills representing payment of utility 
charges (electricity bills) and had also lodged with the bank 
during the relevant period several promissory notes. 

4.1 A scrutiny of the books of Vijaya Bank and KMFL has revealed 
that KMFL along with its associate company, Komaf Financial 
Services Ltd. (Komaf), has been acting as a conduit for diverting 
funds accepted by Vijaya Bank under its PMS service, into 'badla' 
financing. As on 19 June 1992, PMS funds of Vijaya Bank so 
routed by KMFL in badla financing stood at about Rs.36 crores. 
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The modus operandi followed was similar to that in Ready Forward 
(RF) transactions and, in short, is as follows 

KMFL finances brokers against the security of their shares 
at rates of interest broadly comparable to the badla rates. Such 
financing of brokers against security of shares is duly supported 
by loan documentation and the brokers’ authorisation to KMFL to 
sell the shares held as security. These shares which are 
received as security from the brokers are simultaneously sold to 
Komaf, which in turn sells the shares to Vijaya Bank in adequate 
quantities at prices comparable to those obtaining on that day in 
the secondary market. Vijaya Bank purchases these shares from 
Komaf on account of the PMS clients. The sale proceeds received 
by Komaf, are in turn passed on to KMFL which uses the money to 
finance the brokers who had lodged the shares. On the very day 
of sale by Komaf to Vijaya Bank, KMFL would separately agree and 
undertake to buy-back from Vijaya Bank the shares sold by Komaf 
to it at an agreed future date falling between $ix months to one 
year at a pre-determined price which was agreed for and 
documented in the letters from KMFL to Vijaya Bank. This pre¬ 
determined price is so computed that it fetched Vijaya Bank (PMS) 
a fixed agreed yield. In some cases, KMFL has sold the shares 
directly to Vijaya Bank while Komaf has agreed to buy them back 
later. In this process, 

(a) KMFL obtained funds from Vijaya Bank at t.he cost 
of its PMS clients at rates considerably lower 
than what it (i.e. KMFL) earned in the financing 


of the badla/vyaj badla transactions; 



(b) PMS funds in fact were used to finance stock market 
operations . 

4.2 Loans granted by KMFL to 29 borrowers as on 19 June 1992 
aggregated Rs.78.50 crores; of this, the loans to Shri Uday S. 
Kotak (Rs.4.44 crores), Shri H.S. Jhaveri (Rs.28.48 crores) and 
J.S.B.Financial Services Ltd. (Rs.10.23 crores) aggregating 
Rs.43.15 crores,represented * V y a j ’ badla transactions. Amongst 
the rest, the largest borrower was Shri Subodh Shah at Rs.18.86 
crores, also a broker who, like the other borrowers, had oledged 
his shares with KMFL as a security for the loan. It is 
ascertained that most of the sales to Vijaya Bank through Komaf 
were made out of the shares pledged by Shri Subodh Shah. 

5.1 Some examples of typical PMS transactions put through by the 
bank are explained below. 

The oank received Rs.3.30 crores on 27 June 1991 from «»e1hi 
State Lotteries and assured them a return of 14.75%. The amount 
was proposed to be invested in 13750 equity shares of ACC Ltd. 6 
Rs.2400 per share offered by KMFL. The deal was reversible on 27 
June 1992 by sale to Komaf and the sale price of the shares was 
fixed at Rs.2787.50 to get a yield of 16.1%. KMFL is reported to 
have lodged the shares with blank transfer forms with the bank. 
But there is no record giving distinctive number of scrips at the 
bank to confirm this. The bank did not get the shares 
transferred to its name and it did not receive the dividend 
though it held the shares for one year. In effect this was a 
loan against the security of shares and violated RBI guidelines 
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in the matter. 


5.2 On 25 March 1992, out of surplus investible PMS funds, the 
bank purchased 6500 ACC shares at Rs.7700/- per share for an 
aggregate value of Rs.5 crores through Komaf and purchased other 
securities (shares) for aggregate value £ Rs.2.98 crores through 
M/s.Fairgrowth Financial Services Ltd. Simultaneously, the bank 
entered into an agreement with KMFL to sell the same 6500 ACC 
shares on 23 June 1992 at is.8085.85 per share providing for a 
pre-determined yield of 20.3%. Similarly, the bank entered into 
an agreement with M/s.Fairgrowth Investments Ltd. to sell the 
shares on 22 June 1992 providing for a pre-determined yield of 
about 211 

5.3 On behalf of PMS clients, the bank purchased on 2 June 1992 
various equity shares from Fairgrowth group companies for a 
consideration of Rs.5 crores. The bank also simultaneously 
entered into an agreement with these companies to sell back the 
same shares on 1 and 2 August 1992 for Rs.5.17 crores. The 
details of the two deals are given below s 


Date of 
purchase/ 
sal e 

Equ i ty 
share of 

No. of 
shares 

Rate 
(Rs.) 

Total 
value 
(Rs.in 
crores) 

Counterparty 

PURCHASE 






2.6.92 

South India 

Shipping 

Corporation 

5700 

3500.00 

2.00 

Fairgrowth 

F i nancial 
Services Ltd 
(F6FSL) 

SALE (Reversal leg) 





2.8.92 

South India 

Shipping 

Corporation 

5700 

- 

2.06 

Fairgrowth 
Investments 
Ltd. (FIL) 
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PURCHASE 


2.6.92 Cochin 1500 2250.00 0.34 Fit 

Refineries Ltd. 

Eskayef Ltd. 8000 290.00 0.23 FIL 

GNFC Ltd. 25000 122.50 0.31 FIL 

GSFC Ltd. 10000 322.50 0.32 FIL 

Indian Rayon 50000 320.00 1.60 FIL 

NOCIL 1000 2060.00 0.20 FIL 

3.00 


SALE (Rever¬ 
sal leg) 


1,8.92 -do- -do- - 3.11 FGFSL 


The two contracts were not reversed on the due dates and the 
bank was saddled with the shares it had purchased from the 
Fairgrowth group companies. The bank sold some of the shares at 
market price and realised Rs.1.50 crores. Against the balance 
dues of Rs.3.67 crores as on 2 August 1992* the bank is holding 
the undernoted shares purchased from these companies, the status 
of which is given below. 

Particulars of security Remarks 


i) 5700 shares of South India Shares are in the naipe of 

Shipping Corporation FGFSL and hence tainted. 

ii) 1500 shares of Cochin Sent for transfer to 

Refineries Ltd. bank’s name. 


i i i)25000 shares of GNFC Ltd. 

iv) 25500 snares of Indian 
Rayon 


-do- 

9000 shares are in the name of 
FGFSL and hence tainted; 800 
shares received back with 
objection; 15700 shares have 
been transferred in bank's 
name. 
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The bank also held 2700 shares of South India Shipping 
Corporation, 2850 shares of Colgate, 11000 shares of Ponds 
(India) Ltd., 10000 shares of Siemen's India Ltd. and 9500 shares 
of Vam Organics pledged to the bank by the Fairgrowth group as 
collateral security. The above shares, except the shares of 
South India Shipping Corporation and Ponds (India) Ltd,, have 
been transferred in the bank’s name. It is surprising that the 
bank entered into the above deals on 2 June 1992 when the 
irregularities in the security transactions of the banks had 
already become known. The extent of likely loss to the bank has 
not been quantified. 

6. In another instance of deployment of PMS funds, Vijaya Bank 
tried to window dress its profits as at end-March 1992 by putting 
through transactions in convertible debentures/shares of Reliance 
Petrochemicals Ltd. (RPL) between its own Investment Account and 
client's portfolio account at off-market rates. 

i) In September 1988, the bank had subscribed to 60,000 
12.5% fully convertible secured RPL debentures of Rs.200 each 
totaling Rs.120.00 lakhs. In April 1989, it had also purchased 
2,50,000 additional debentures (Part B and C) at a market rate of 
Rs.174.50 as against their aggregate face value of Rs.190.00 
each. 

ii) In June 1990, when the market value of the debentures 
was less than their acquisition cost, the above debentures to 
the extent of book value of Rs.401.97 lakhs were transferred from 
the bank's own Investment Account to PMS clients account at book 
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value with a view to avoiding provision for depreciation in its 
own investment account. 

iii) These debentures of aggregate book value of Rs.401.97 
lakhi stood converted into 48.90.000 equity shares of Rs.10/- 
each with effect from 26 October 1991. 

iv) On 21 March 1992, the 48,90,000 equity shares were 
transferred to bank’s own Investment Account from the clients* 
portfolio account again at book value when their market rates 
were much higher than the book value. 

v) On 24 March 1992, the entire lot of 48,90,000 equity 
shares were sold by the bank at Rs.33.65 per share (net) for a 
total value of Rs. 1645.49 lakhs which resulted in a net surplus 
of Rs.1243.52 lakhs to the bank. 

By selling the RPL debentures to RMS clients at above market 
rates and subsequently purchasing them at rates below market 1 
prices, the bank deprived the PMS clients of their rightful dues. 
The Reserve Bank had taken a serious view of the bank's 
operating its PMS service to its own advantage and asked the bank 
not to take the profit of over Rs.12 crores derived from these 
transactions to its profit and loss account for the year ended 31 
March 1992. The bank has complied with the instructions. 
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VIII. General 


As mentioned in the third Report of the Committee, it is 
confining its work to an examination of the findings of the 
scrutiny already undertaken by the R3I Inspecting Officers under 
the direction of the Committee and to report thereon. This work 
is still in progress arid the Committee hopes to issue a further 
Report detailing its findings in respect of certain other banks 
and institutions. Simultaneously with the release of that Report 
the Committee will irsue its final Report. 



Chairman 


V.G. HeiJe 

f, /V 

E.N. Renison 


IT 

Vinaia Visvanathan 
Member-Secretary 

BOMBAY 

4 MARCH 1993. 




Y. H. M a 1 e g'a m 


176 




